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Highiights

1981 1980
52 Weeks EEnded 52 Weeks Ended Percent
January 30, 1982 Junuary 31, (981 [ncrease
Continuing Cperations:
Revenues $4,942.9 S4.033.5 23
Earnings before mcome taxes % 287.5 S 250.3 157%
Income taxes $ 128.0 S o2
Net carnings 5 159.5 SO1as2 154
Net earmings per share % 3.33 S 249 156
Cash dividend paid per share s Lol S 21 11
Net carnings per share
from discontinued real
estate operations s .29 S .18
At Year-End:
Shares outstanding 18,064,009 47.751,862
Number of sharcholders 11,736 H.815
Retail square feet 35,016,000 32.538.000
Number of stores 925 831
Aldullor o melcns, exeept perstiere arents
[.‘c baae aneenis o <haze s catending for 1290 Bose b retrad ro rellint o baeeing one Comnnmn Stk anit oo Movenbor 3
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Dayton Hudson Corporation is a growth company focusing exclusively
on retailing. At fiscal year-end, the Corporation was operating 9235 stores
in 47 states, the District of Columbia and Puerio Rico.

Dayton Hudson’'s primary business is to provide value, quality and
tashion to the American consumer through multiple retail formats. Retail
operations arc conducted by eight companies, which are organized into
four sepurate business segments:

Target

Targe! is a low-margin department store chaimn operating in 17 central
states. Target stores offer @ merchandise mix of two-thirds convenicnce-
oriented hardlines and one-thivd midrange fashion softiines.
Mervyn’s

Mervyn’s is a softlines retail company with stores in Cahilornia,
Arizona, New Mexico, Nevada, Oregon, Washingten, Utah and Texas.
Mervyn's stores feature a popular-priced balance of nationally branded
and private-label apparel. accessories and household soltgoods.

Department Stores
> Hudson’s > Dayton’s
> Diamonds > John A. Brown

The department store group consists of four regional companies:
Hudson’s i Michigan, Ohio and Indiana; Davion’s in Minnesota, North
Dakota. South Dakota and Wisconsin: Diamonds in Arizona and Nevada:
and Johr_A: Brown in Oklahoma.

Specialty Mer-handisers
> B. Dalton Bookseller > Lechmere

Specialty merchandising operations are conducted by two muiti-store
companies: B. Dalton Bookselier, a national bookstore chain, and
Lechimere, a New England hordlines retatler.

For a complete Listing of store locations for cach company. see pages
38-39.
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To Qur Shareholders:

For Dayton Hudson Corporation, the year 1981 was again one of
record retail performance and continued growth.

Retail net carnings reached $3.33 per share in 1981, up 15% from
$2.90 a year ago. Total revenues from retail operations increased 234
over Jast year,

Retail operations were strong throughout (981, despite a recession
which began in the last hall of the vear. Three of our four business
segments— Target, Mervyn's and the specialty merchandisers group—
achieved increases tn operating profit (eamings from operations before
corporate expensc. interest expense and income taxes). The fourth, our
department store group. reported a siight decline for the year. Total retail
operating profit was up 269 over 1980.

We are encouraged by the results achieved in our three growth
companics— Target. Mervyn's and B. Dalton Bookseller. Each continued
its pattern of revenue and profit growtin in 1981, coniributing significantly
to our total results for the vear.

In the tourth quarter, our business bepelited from relatively strong
Christmas sales. Aithough the retail environment during the holiday
season was highly promoticnal, operating profit was up 23%%. with
Mervyn's reporting a particularty large gam.

Interest expense increased substantizlly in 1981, reflecting a
combination of higher interest rates and the planned increase in
borrawing to support cur expansion.

In 1981, our total capital investment in expansion, inciuding capitil
expenditures and the present value of lease obligations, was $300 mellion.,
equal to the investment in the previous year. During 1981 we added 14
Target stores, 11 Mervyn's stores, four ¢epartment stores and 635 specialty
merchandising stores.

Plans for 1982 anticipate capital investment, including capital and
operating leases, of approximately $350 million. Scheduled to open are 16
Target stores. 12 Mervyn's stores, one department store and approximatety
10 B. Dafton stores. The new stores are expected to increase total retai!
space by approximately 2.8 million square feet.

[r support of cur expansion plans. we completed in November a
S100-million oftering of 15¥:%% notes due in 1991. As a result, our ratio of
debt (including all leases) to total capitalization at vear-end incicased to
39Y% from 35% at the end of 1980. This increase 1s consistent with our
plans to raise our debt ratio above recent levels, Despite the increase. our
level of debt remains low compared with that of retail corporations
generaily. and we continue to maintain what we consider to be a very
strong (inancial position.

We farther reiined our retail portfoiio in 1981 with the decision to scll
Dayton Hudson Jewelers to Henry Birks & Sons Limited, a Montreal-
based retail jewelry company.

We also made additional progress toward compieting the disposition
of our discontiinued real estate business during 1981, The sale of our
interests in four regional shopping center projects during the vear produced
net income of 29 cents per shere, Our interests in several undeveloped
land parcels and in three shopping centers remain to be sold. Fuiure gains
are not expected to be signiiicant.

Our sharcholders were directly aftected by two actions taken by the
Beard of Directors during 1981. At its Cctober meeting. the Board voted
to approve a two-for-one Common Stock split eitective November 30.

At the samie meeting, the Board authorized an increase i the
quarterly dividend from $.25 to $.27": per share. pavable on the split
shares. The increased dividend., which was paid 1n the fourth quarter,
brought the totai dividend per share paid in 1981. alter adjusting for the

Leftto right:
William A, Andres
Kenneth A. Macke
Richard L Schall
Aldo Fapone
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stock split, to i record $1.02V2, up 119 from $.92)% paid in 1920, This 15
the tenih consecutive year in which we have increased dividends paid to
our shareholders.

Two members of our senior management team assumed additicnal
responsibilities during the past year. In addition, changes occurred within
the Board of Directors and in Hudson's, our largest department store:
company.

Kenneth A. Macke, President of Dayton Hudson Corporation,
pecame Chief Operating Officer effective January 1. Mr. Macke has over-
all responsibility for our retail operations. Three operating companics —
Target, Hudson’s and Dizmends—r eport directly te him.

Aldo Papone, formerly Executive Vice President, was named Vice
Chairman and Group Officer effective January 1. Mr. Papone oversees the
operations of Mervyn’s, B. Dalten. Dayton’s, Jokn A. Brown and
Lechmere.

The Board of Direciors added two new members during the past
year. Alva O. Way, President of American Express Company, was elected
to the Board fast May. Rand V. Araskog. Chairman and Chief Executive
Officer of International Telephone and Telegraph Corporation, was elected
in Januagy.

Mervin G. Morris, Chairman Emeritus of Mervyn™s, wiil retire from
the Board of Directors in May, at the end of his present term. Mr. Morris
founded Mervyn's in 1949 and served as its Chairman and Chief
Executive Officer until 1979. His vision and commitment to excellence
were responsible for the development of Mervyn's into one of the most
successful companies in the retail indusiry. As CEO of Mervyn's, he was
instrumental in successtully completing the merger with Dayton Hudson
Corporation in 1978. His service as a director of the Corporation has been
invaiuable, and we deeply appreciaie and will miss his contributions.

Joseph L. Hudson, Jr., Chairman of the I. L. Hudson Company and
a Vice Prestdent and former director of the Corporation, retired March |
Mr. Hudson joined Hudson's in 1950, becoming President and Chief
Executive Officer in 1961. He served as Chairman and Chief Executive
Officer of Hudson's from 1972 to 1981. We are indebted to him for his
past leadership both as CEO of Hudson's and as an officer and director of
Dayton Hudson Corporation.

Looking ahead te the rest of 1982, economic {orecasters project a
continuation of the current recession during the first hali of the year.
Consumer spending is expected to remain relatively weak, reflecting
continuing concein over high interest rates and unemployment. We expect
our sales to grow at a moderate pace during this period, as competition for
the consumer’s disposable income remains intense.

Business condiiions shouid improve after mid-year as the cconomy
begins to recover. As the upturn occurs, we believe consumers will regain
confidence and their spending will strengthen. This improvement,
resulting in part from the erfects of tax cuts and anticipated turther
moderation in the inflation rate, points o a better retail environment in the
iast half of the year.

As we ook beyond 1982 to the balance of the decade. we remain
optimistic aboui the outlook for retailing in general and our own prospects
1n particuler.

A number of major social and demographic changes are taking place
which have favorable implications for retailing. We are afert to these
changes, and we are making strategic business decisions accordinzly. Our
emphasis on long-term planning has served us well, giving us one of the
strongest retail portfolios in the industry. We believe it wiil continue o do
so in the future, cnabling us to position our business t take full advaniage
of the many opportunities that lie ahead.
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A Response to Changz

There is nothing permanent in the retail business—except change
itseif. In its most obvious form, change can be seen in our stores, where
we offer a wide assortment of new merchandise in response to the
changing tastes and preferences of our customers.

But as retailers, we must also anticipate and respond to more subtle
changes that have far-reaching and long-term implications for our 1577 Rovenues

A Shift in Strategic Direction

AN

business—changes in consume: demographics. lifestyles and values, '
economic conditions. technology and competitive forces, ali of which
have had a profound impact on the retail business 1n recent years.

Thosc retailers who anticipated and plannied for these changes by ot
refining their business appropriately continue to endure and prosper today.
Those who failed to do so have vamished from the retailing scene te be
replaced by new and alternative formats—or they have lost valuable fﬁr’;'tgd,,
market share to their competition. 167
Nothing can diminish the importance ot good merchandising to the
retaifer. But it is no longer erough to provide the right merchandise at the Spponiment
right time in the right place. With change accelerating faster than ever 507
before, retailers must anticipate it if they are to operate their business tor |
the long term. They must respond to change as it occurs rather than react ’
to it after the fact. In short, they must manage change just as they manage

any other facet of their business.

At Dayton Hudson, we employ a proven strategic planning process o
manage change. Strategic planming is the process of formulating a clear
pictiire of where we are, where we want to go and how we plan to get
there. It enables us to seek out and identifv the major issues that we
must address— particularly these with the potential to change the
environment in which we do business. Anmed with this view of what lies
ahead. we have been able te position our business to capitalize on
opportunitics and meet and overcome challenges.

One of the most significant strategic 1ssues to surlace in recent years
1s the increasing importance of value to the retwil shopper. We first
identified this consumer focus during the 1974-75 recession, when many
Americans experienced the worst economic setback they had ever known.
Customers became far more alert to getting the most out of their shopping
dollars. They began to scrutinize their purchases carctully, making cach
one more meaningful. They alse made the concept of guality a more
important part of their value definition.

Amid the high inflation and shrinking disposable income that
followed. this focus on vilue and its iink with quality intensifed. Today,
as we face once again the prospect of centinuing inilation and slower
economic growth, the search for vaiue has become perhaps the most
important consumer trend of the 1480s.

As we developed our long-range plans during the Fast halt of the
1970s, we recognized that this emerging vaiue-orientation signaled the
need for a shift in our strategic dircction. We began to reposition our
business accordingly, directing increased capital for expansion to Target
and compieting our merger wiih Mervyn's.
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7981 Ravonues

Target
427

Department
Stores

267

Mervyn's
2170

Specialty
Merchandisors
119

Since then. Target has become ihe largest of our operating
companies, accounting for 42% of total 1981 revenues. Mervyn’s has
more than doubled in size since the merger. reaching S1 biliion in sales in
1981 and providing 21 of total revenues for the year. Today these
companies— generally recognized as two of the most successtul vatue-

oriented retailers in America—represent nearly two-thirds of our business.
At the same time, we are well-positioned to respond to other major
consumer trends that are changing the character of the retail marketplace.
For example. consumers are bewmmg more fashion-oriented than ever
before—a trend that our department stores respond to with new and
exciting merchandise selections. Consumers are also growing increasingly

selective and discerning in their shopping. Our xpumltx merchandisers are
respending with 5[}LLI¢IIIZLLI merchandise otferings, thorough product

knowledge and high levels of service.

Cur attention to the fong-term strategic aspects of our business has
paid oft in the form of a retail porttoiio that is appropriate for the times.

Although we began as a department store retailer, we can no longer
be classified as such when only one-fourth of our total revenues are
derived trom departiment store operations With eight autonomous
operating comp"mieﬁ we cannot be called a chain store company. Nor can
we accurately be perceived as a specialty retailer, although B. Dalton
Bookseller is one of the fargest specialty retail companies in the natton.

Rather, Dayton Hudson is 4 growth company that focuses exclusively

on retaifing. We consider it our primary business te provide value, quality
and fashion to the American consumer through our multiple retarl formats.

Our growth priorities lie first with the companies which currently
make up our portfolio, bwlding strong positions in existing markets
through new store additions or the development of new mc"chandix'c
strategies witiiin existing stores. A secondury priority is to expand ou
companics into new markets.

Next in priority is growth through new internally developed retarling

veniures or the acquisition of other retail companies which are strategically

and [inancially compatible with our operations.

Ve are able to rank our growth prioritics m this manner because we
are in the enviabie and unique position of having three successtui growth
companies— Target. Mervyn’s and B. Dalton Bookseller. It is to these
companies that we are directing more than 905 of the total capital we
have ailocated over the next five vears.

At the same time, however, we remain continually alert to viable
iniernal ventres or acquisition candidates that can become our growth
companies for the next decade and beyond.

Our emphasis on long-term planning as a Key management ool has
enabled us to assemble a growth-oriented retatl portfolio that has ro
counterpart in the industry today. We have every confidence that by
continuing to plan straicgically for the long term. we can mantain and
streagthen our position as we move forward in the 1980s.
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Mililons) 1981 1980 1979
Revenuas $2,054.3 $1,531.7 81,1205
Operating

Profit*® $ 1087 S 911 35 729
Storss 151 i37°° 20
Haotail

Squaro Feot

(000)**° 14,679 13,229 8,197

*Oporating profit (s LIFO carnings irom operstions
beiore corporate expansa, intersst oxpenee and
incomo taxcs.

**Includas 40 Ayr-Way stores totaling 3,338 square
faet oi rota!l spaco.
***Total srjuara foot loss office, warohouse and vecant
spaco.

Financial Rasuits

Targat’s annuel revenues stirpassed
the $2 billion marlk in 1981, increasing
34% ovor tho previous year. The
rovenue tetais for 1981 and 1980
include rezults from 40 Avr-Way stores
acquired in the third quarter of 1980.
Excluding their coniribution, Target's
rovenues increased 25% i 1981.

Targot's operating profit contribution
increassd 19% in 1981. Earnings wore
roduced somswhat by tho planned cost
of remodsling and converting tho Ayr-
Way units into Targat stores.

The Ayr-Way conversion pregram
was completed according to plan in
the third quarter. The formar Ayr-Way
uni:s now form e separste operating
region of Yerget. Customer rosponse
has bean good in all merkots.

Target’'s gross margin rate in the
second half of the year -as affected
by a highly promaotional environmoent
in moct of its markets. For the vear,
hcewever, the gross margin rate wes up
slightly from last year.

Expansion

Of the 14 Target storas opsened in
1981, eight were iocated in new
marksts, including tirae stores in
Nashville and two in Knoxville,
Tennressec. Other new markot crntries
were Weaco, Yoxss; Racine, Wiscensin;
and Lafayeits, Louiziana, Target's first
atore in that state.

Six stores opened in the existing
marksts of Houston, Minnsapolis,
Doanver, Memphis =nd Colorado
Springs.

Target's 1982 expansion plans cali
for the additicn of 16 stcres. Eiovor
ars scheduled for new markets,
including Target’s first stoves in
Arkansas, Wyoming and Montana.
Other atores are planned for Houston,
Denvar, St. Paui and Deailas—all of
which are current Target markete.

Target competes effectively as a trend
merchandiser notonly in fashion softhnes,
but aisc in haralines such as physical fitness
equipment
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B E‘Efﬁ T By definition. Target’s high-volume. low- |
& %&1 i, margin formula places it squarely in the

<3 discount store segment of the retaii industry. l
Target is most often described within the industry as an upscale discount |
store, a labet that reflects its high-quaiity merchandise and clean. attractive
stores, as well as the young, mobile, high-incoime custemers it attracts.

These same customers, however, have a much broader view of
Target. They see it as a shopping aiternative to a number of retail formats,
including department stores, mass merchandising chains, specialty stores 7
and catalog stores. as well as traditional discounters. Above all. they see
Target as a total vaiue siore—the best place to buy lhigh-quality
merchandise at low prices in surroundings that make shopping a pleasant
expericnce.

At the heart of Target's value identity 1s 1ts merchandise offering, a
mix of two-thirds convenience-oriented hardlines and one-third mid-range
fashion softlines. The emphasis is on basic merchandise—staple,
everyday items that consumers use and need most. This foundatien in
basic goods is supplemented by an aggressive fashion strategy that enables
Target to compete as 2 trend merchandiser in both hardlines and softhnes.

Whether in basics or fashion, Target’s merchandising eftorts are
guided by one all-important commitment—to provide its customers with
the highest quality goods at low prices.

One way in which this commitment to merchandise quality 1s carried
out is by emphasizing brand-name products with 2 national reputation for
excellence—a strategy which distinguishes Target trom many of its mass
merchant and discount store corpetitors.

Merchandise oifercd by Target that does not carry a well-known
brand, or that features Target's own label. is thoroughly tested before it 1s
offered to the customer to make sure that it meets Target’s high standards
for quality.

Target’s commitment to quality is backed by an unconditional
guarantee on aff merchandise, whether it s nationally branded or private-
label coads.

Quality is also evident in Target’s stores. High standards of
housekeeping ensure that each store 1n the chain presents a clean and neat
appearance 4t ail times. Merchandise assortments are kept consistently
well-stocked through the aid of a sophisticated. computerized inventory
replenishment system. Wide aisles, clear department markings and signs.
and computerized CheCKOU piroccauics also provide for easy and
convenient seif-service shopping.

The Target value equation—quality merchandise at low prices—is
completed by a pricing strategy that assures consistently low prices, not
only on sale items but on everyday goods as well. At the same time,
Target's formula of high volume, low margins and a low-expense seli-
service tormat allows for high return on investment.
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E- @Hﬁﬂf‘;ﬁfﬁ’ﬁ (i:‘ﬁ Men’yq’s describes itsel_f as a highiy
\E;: }:ii‘g,,« 1V 5 ;u L.:TD prowiotional. popular-priced. vaiue-
Q] oriented department store. Taken
separately, the components of this description are stmple. Yet when they
come together as Mervyn's, they form a merchandising strategy that has
no equal in American retailing.

The merchandising commitment at Mervyn's is to provide
customers with exceptional value through a combination of quality. price,
tashion. timeliness and customer service.

From the very beginning. Mervyn's has operated with a balanced
orfentation—a sirategy that wlows Mervyn's o ofter high-quality.
fashion-right merchandise at the right price.

Mervyn's is able to project this balunced merchandising image
through a unique mixture of nationally known brands and private-label
goods.

Nationally branded items, which account for approximately 506 of
the inventory, enable Meivyii's to be much more fashion-forward than
many of its mass-merchandising competitors which carry only private
brands. At the same time. national brands pesition Mervyn's io compete
effectively against full-line, fashion-oriented department stores.

Mervyn's private-label merchandise accounts for approximately half
of its total sales volume. These goods are continually tested to ensure that
their quality is equal to or better than the quality of comparable
merchandise found in the mass merchandising chains. Privite-label
merchandise is on important part of Mervyn's fasihion program. It can also
be priced and promoted very aggressively, giving customers quality
merchandise at highly competitive prices.

Mervyn’s has been so consistently successtul that its basic
merchandise mix remains virtually the same today as when the first store
opened for business over 30 years ago. The emphasis is stll on
exceptional value in family sottgoods—men’s, women’s and children’s
clothing. shoes and accessories, and timens, bedding. draperies and fabrics
for the home.

The merchandise is presented to the consumer in pleasant, well-
organized stores which have the look and ieel of higher-priced depaitment
stores. Mervyn's stores are staffed by friendly salespeople trained to make
shopping at Mervyn's an enjovable. successfui experience. The
convenience of charge accounts (both Mervyn's own as well as bank card
accounts), customer service counters throughout the store, alterations, gift
wrap and layaway services are teatures found in all Mervvn's stores.

Mervyn’'s strives to have a domiraat merchandise preseniation in the
classifications and tashion looks that iis customers want today. ~ Narrow
and deep™ would best describe (e goal of Mervyn’s meirchandise
presentation. Chances are that customers will be able to find the sizes
and colors they are lcoking for.

Nowhere is Mervyn's merchandising image more visible to the
consumer than in its advertising tabloid. a newspaper insert which is the
Company’s primary promotonal tool. Each week more than 5 million
copies of the Mervyn's tabloid appear in about 95 newspapers, reaching
an audicnce of over 10 million readers. The tabloid. which runs between
16 and 32 pages, spotlights promotions in every department and in every
store throughout the ¢ntire chain.
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Reysnues 5$1,052.3 $626.9 £655.9

Oporating Profit E 119.6 £ 78.3 S 83.6

Storez ) 20 29 60

fAotsii Square )

o9t (CCO) 78,278 5,893 4.638

Firanciai Rosulta

fleivyn’s rovarues increaced 28% i
1981 to top the $1 Lillion mark. Solss
; S ! ; ’ vioro botter than oxpected and markat
S I : o ; A TR Arye ; oE RS : ahare showod improvorernt over 1280,

FoEHES N
gi(%jéﬁig% : Yt ; : e - : - - : = Oporating profit increased 57% over C R
S i : ! 19E0 on the strangth of improvomonts )

in both tho gross margin and ¢xpense
ratos, as well as saies.

Exponsion

Eloven new storos openod in 1981,
brirging NMorvyn's total te 80 stores in
cight stotes. Among them wereo
Rlorvyn’s first units in YWeshinaton
(Vancouvor) and Texas (Ei Paso). Tho
kaiance of 18817 openines ware in
Celifornia and Utah.

Plana Tor 1982 anticipate tho
cddition of 12 Rlorvyn’s stores. With
the encoption of Tuczor and Yuma,
Arizana, and Amarillo, Texras, all 1982
opanings will tako placa in California
marksts.

Tho two Ei Paso stercs that oponod
in 1981 and the storo plannad for
Amarilio in 1882 reprosont tho first
stops in a major expansien by f¥ervyn’s
into Toxas. [arvyn’s zlans to opon 35
new stores there within a throe- to
four-yoar period beginning in 1283.
Thoe mojority of now stores are
schedulsd to oepen in Dallas, Fort Worth
snd Houston, with othsr muitiple stcre
cponings plonncd for San Antenio and
Austin.

Mervyn’s commitment: exceptional value
through quality, price, fashion, timeliness
and customer service.
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{Rislitons) 1381 1989 1975

Rovenuos

tHudson’'s S 6581 5 6415 $ 5521

Dayton’s 4106.3 382.1 357.

Diamonds 140.3 1231 118.8

John A. Brown 77.0 57.2 48.9
Total $1,265.5 $1,203.9 $1,173.8

Oporating

Frofit S §39 S €40 S 103.0

Stores

Hudson’s i9 18 16

Dayton's 16 16 15

Diamonds 13 10 9

John A. Brown 8 [ 5
Total 54 5C 45

Rotail

Square Feot (000)

Hudson’s 5.134 5,832 5,563

Dayion's 3,362 3,149 3,647

Diamonds 1,644 1,282 1,112

John A. Brown 632 632 488
Total 10,772 1€,855 10,210

Financial Results

Hovenucs from: the department store
aroup incroeascd 7% in 1981. All
companios roperted higher revenuos
than in tha nrovious year.

Dopartmont store oporating orofit
contribution was down for the ycar.
Earnings improved at Hudson’s and
John A. Brown, but declined at
Davton’s and Diamonds.

Despite a continuation of
unfavorable ecenomic conditions in
tho Detroit area, Hudson's operating
profit was up 1% frem 13380 &s a rosult
of gross margin improvement and a 3%
revenrue increase. Dayton’s reported a
2% dseciino in oporating profit
contribution for tho year. Reverivss
incroassd 7% ovor last year.

John A. Brewn posted an 83%
increase in operating profit on a
vevonue incraase of 35%. Szles were
strong in both Tulsa and Qklahorna
City.

Diamends’ operating profit declined
cnarply from a year ago. Aithough
totel reveruas increased 14% in 1981,
much of the increase resuited from
new stores, with matura-store salos
showing a docline for tho year. In
eddition, Digmonds’ gross margins
daclined due to haavy promotional
activity in the very competitivo
Phoenix market.

Expsnsion

The departmsnt stcre group grow to
54 storas in 10 states with the oponing
of four stores in 1981.

ir July, Hudson’s added its
nineteenth store, a 122,000-equare-
foot unit in Fort Wayas, Indiana.

Diamonds oponod threo 8torss
during tho year, including a 128,0006-
square-foot store in Las Vegas,
Novada; its third in that market. Other
openings wero a 126,800-sqguare-foot
unit in Tucson, Diamonda’ second
atore thora, and a 125,0608-3quare-icot
store in Phoenix, its eighth in it hamo
markot.

Tha dopartriont store group will add
ono store in 1982. tn July, Hudson's
wiil opan a 103,600-square-foot unit in
Lansing, dichigan, its ascond store in
that markst.

Dayton Hudson’s department stores respond
te today's fashion-conscious consumers
with style-right, quality merchandise and
exciting and croztive presentation

L.
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vﬂ“h( Lﬁp{\ ADEE 1 Rewitl merchandising
(4E0s B, b B E@&L thrives on changes n

taste—and nowhere 1s taste more evident than in
the department store business where the focus is

i @‘f\ ' on fashion.
2\ The merease in working women, & higher

level of affluence, a maturing population and greater emphacis on
litestyles have combined to spark @ new interest in fashion among
American consumers. in both career and leisure clothing, they are trading
up from traditional apparel makers to higher-priced designer lines. Their
fashion orientation extends beyond apparel, reaching into ego-intensive
home goods. electronics and athietic gear as a reflection of mdividual
lifestyles. At the same time, tiey are demanding quality merchandise that
is both fashionable and long-lasting.

Department stores are m an excellent posttion to benefit trom the
heightened fashion and quality ortentation of today’s consumers And
among department steres, the four companies that make up Dayton
Hudson’s department store group are well-positoned to respond to the
special needs of these consumers.

The group comprises four regional department store companies—
Hudson's and Dayton’s in the Midwest and Dizmonds and John A.
Brown in the Southwest. Fashion has been their business from the
beginning. and they have long-established identities as stvle and quality
leaders within their regional murkets.

Today that focus on fashion continues to an 2ven greater degree.
Each company s refining its merchandising strategy to emphasize style-
right, quaiity goods more aggressively m all merchundise categories and at
all price levels.

Each company is also taking a closer look at 1ts customers,
classifying them by tashion tastes and activity orientation as well as by
traditional price levels. The result is a three-dimensional customer profile
which ailows tor precise merchandising to targeted customer segments.

This segmentation carries over into the stores, where merchandise
departiments are organized inte collections of clearly defined specialty
shops catering to specific customer segments.

Concept merchandising 1s a new marketing strategy that has evolved
from the new emphasis on customer activities. By cross-merchandising
hardlines and softlines together in specially designed shops, concept
merchandising sells the customer an entire lifestyle image rather than
individual items.

Dayton’s “"Boundary Waters™ shop. for example, features authertic
outdoor apparel for the catire family, as well us housewares, sporting
goods and specialiy foods. The result is a totally integrated merchandising
strategy related io the active. outdoor way of life that is unique to the
young. upscale Dayton’s customer.

Merchandise presentation 1s also undergoing dramatic changes.
featuring in-store displays that are more exciting and fashion-forward then
ever before. Visual merchandising technigues are becoming more creative
just as consumers are growing increasingly sophisticated and fashion-
conscious.

b—



W7 Dayton Hudson's specialty

Y/ merchandisers. B. Dalion Bookseller
and Lechmere. have built their

’“f businesses around

it

1o

kL
ERge Cﬁa @Ee o one of retailing’s
@.-E&é‘sg/ 2 g moest mportani

strategic principles: knowing who your custemers are and what they want.

nmm Each company serves its own segment of the constmer market with a

12 specialized merchandise offering talored to meet the needs of’ that market.
This precise focus enables them to respond quickly and effectively to their
customers” special needs and desires.

B. Dalton has become the country”s Jargest national bookstore chain
by serving the book-buying needs of a large segment of the consumer
population that is well-educated, afiluent and leisure-oriented. To these
customers, B. Dalton has achieved a reputation as a bookstore that has the
books they want. when they want them.

The average B. Dalion store carries over 25,000 hardcover and
peperback titles in more than 30 categories, including literattire. sports,
diet and health, travei. business. cooking and art. The selection includes
not only the latest bestsellers. but adso backlist titles (books which stay in
print beyond the iniaal printing season) as wetl as value-priced remainders
and publishers” overstocks.

While many bookstores may carry a comparable arriy of categories,
the B. Dalton difterence fies in the assortments 1t offers within those
categories. In the cookbook category. for example, B. Dalton’s inventory
includes over 2,060 separate titles. with the average store otfering more
than 600 at any one time. Besides general cookbooks, the assortiment is
further subdivided into specialized areas such as ethric cooking, gourmet
cooking. microwave cooking and speciaity diets.

B. Dalton is able to focus precisely on the reading preferences of its
customers with the aid of one of the most sophisticated infermation
systems in retailing today. The system monitors sales on @ daily basis by
individual titie and category in cach store, allowing buyers to spot
emerging trends quickly and then stock the appropriate titles to achieve
maximum sales. It aiso enables B. Dalton to stock its stores according to
regicnal preferences, an important marketing edge for a company with
stores in 46 states.

During the past two years, Lechmere has undergone a major strategic
realignment aimed at strengthening its reputation as a premier specialty
hardgoods retailer in the New England area.

At ihe core of this realignment 1s a redefined merchandising strategy
which narrows Lechmere’s merchandise offering to four major hardgoods
categories—consumer 2lectrenics. housewares and hardware. major
kitchen and taundry appliances and leisure-time equipment. Market
research indicated that these categerizs formed an existing base of
merchandising strength for Lechmere.

Within these four categortes, Lechmere offers the widest selectien
availabie in its markets. Its emphasis 1s on high-quality. brand-name
merchandise, priced to apreal to the value needs of active, weli-educated
COTSUIners.

E
e
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{Milliona) 1981 1989 1979

Roveruss

B. Dalton

Booksollor $319.23 $255.6 3209.9 _
Lechmero 184.8 1627 1769

Duyton Hudson

Jowolars 567 527  47.8 -

Total S40.6 $471.0 $434.6

IS
Oporating Profit S 3684 $ 201 S 228

Storog

B. Dalton
Booksoilor 579 517 420
Lachmoere 6 6 6
Davton Hudson
Jowolors 55 G2 50
Tota! €40 575 476
fotail Squars
Foot (0GO! -
B. Dalton
Booksoller <,097 1,875 1,550
Lochmere 992 992 592 |
Dayton Hudson
Jowalers 128 184 198
_Total 3,287 3,661 2,735

Financial Results

Annual reveniues from 3pacialty
morchandigsers incroased 15% in 1981.
Thoe group’s opervating profit
centribution was up 81% cvor last
year.

Strong sales arowth, combined with
improvemonts in gross margin and
arpenses, resulted in o 35% increass in
onarating profit for B, Dalton. Saies
wviore bettor thien oxpectod throughout
the yoar, inureasing 25% over last
year—tho largost increase since 1978.

Lochmeore reported improvements in
both ravenues and oporating profit in
1981, as customers began to respond
favorebly teo its roorganized
merchandising progroms. Ravenues
increasod 1%, despito the abssnce of
salog from some departments and
activitios dvopned during the past two
years. Operating profit increased
cherply in 1931, fellowing a loss in the
previous yeas.

Dayton Hudser Jewelers hed an 8%
increase in rovenues in 1281. Year-to-
year deflation in the retail price of
jewslry rosuited in a credit from the
lust-in, first-out (LIFO) inventory
accounting metnod rather than a
charge. As a result, operating prefit
contribution from Dayton Hudson
Jewalers increased in 1981. In January,
an agreemont was reached to sell
Daytan Hudson Jowelers to Henry
Birks & Sons Limited of Montroal.

Expansion

B. Dalton added 62 stores in 1981.
Plans for 1932 anticipate the addition
of approximatcly 110 sicres.

In 1981, B. Dalton hagan a dizcount
book strategy, which is opsrating as a
vopavata division under tha name oi
Pickwicli Books. Three tast storas
ranging from Z,590 to 4,000 square
foat are opoarsting in Colurnbus, Ghio.
Pickewick stores festure 2 solaction of
hardcover booka, trade and mass
mearket paperbecks, publizhers’
oversitocke and romaindars —all at
discount nrices.

Broad assortments within more than 30
subject categories assure 8. Dalton’s
customers of finding the books they want,

when they want them.
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Corporatec Responsibifity

Americans today are being chalienged to solve public problems
with private mittatives—and to address ther national agenda
froin a local perspective

At Dayton Hudson Corporation, we believe we arc well-
posttoned to respond to these challenges. In [US1, anticipating
the changmg environment i which we operate and the public’s
growng expectattons of business, we turned our attention o
three priority areas. First, we modified the management of our
covernment affarrs and community giving programs Second.
we improved our capacity to confront emerging public issues
and set priorities. Finally, we sharpenced the tocus of our
community giving t6 herghten the isture wnpact of our
NrOgram.

An Internal Structure for External Effectiveness

We have long beheved that service to the community s a key
clementin our business strategy We have taken the iitiative m
addressig community problems not because government asked
us to. but because we have learned that it enhances our Tong-
term success

[n 1981, we made several changes in our management struciure
to ensure external effectiveness We formed the Management
Comnutice on Corporate Responstbility, composed of sentor
corporate and operatig company officers. to set policy and
priortties for our covernment atturrs and community giving
programs

Our operating companies continued to become more
professional in these ercas Each company now has traned
nersennel respenstble for managing local governmental and
contributions programs

The Corporate Responstbility Commttee oi the Board of
Directors continued to play a key role in reviewing the
effectiveness of these programs

Governmentai Affairs: A New Consciousness

At Dayton Hudson, we recogmze that we cannot exist i a
vacuum. Tax laws, regulatory policies. trade and community
development legislation atfect our business just as surely as
store locations and merchandise displays.

In 1981, we concentrated on integrating these issues mto our
business decision-makimg We adopted an mternal process to
help management identfy emerzing public issues eritical o our
strategic objectives and to recommend solutions to them. We
contnued to 1dentiy and promote key legislative priontics a
all leveis.

Cominurity Giving: Responding to Change

For 30 consecutive years, Dayton Hudson has committed an
amount equal to 5% of 1ts pre-tax profits to communuy giving.
That commitment was reaftirmed in 1981 But growme
community needs made 1t more clear than ever this year that it
1s not how much we give, bat how we give that will make a
dificrence.

As we watehed public resources dvindle and inflaton take 1ts
tell, we recogmyzed that buildimg self-suificieney m people and
INSHILHONS Was of paramount importance.

In the arca of social actton—au primary focus for our eiving —
we shifted our prionties to programs that work to remove
barriers for disadvantaged groups. Rather than short-term,
temporary assistance, we supported iong-term eftorts o butld
individual self-sufitciency

In the arts, our second area of concentration, we rewarded the
efforts of organtzattons to economize and become more self-
sufficient. We mamtained our prionty support for majgor
mnstitetions, n an effort to forafy them for hard times ahead.
We also made a signtficant investment in the support of
individual creaiive artists

These modifications, applied to a fong traditton of public
service, assure tnat Dayton Hudson Corporation s ready to
respond to today's challenges

Each year Dayton Hudson Corporation publishes @ report on s
connuunity giving programs. A copy of the report tor 1981

can be obtained by wiitmg to the Pubhe Atfairs Department
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The impact of inflation

As we have discussed in past annual reports. we believe inflation

is a maior problem that will coatinue to be a key factor in our
environment. Indeed, we believe that it is one of the most significant
challenges confronting management teday —one that requires a sound
sirategic and opemlmnal response.

s OUP Strategic response to inflation is concentrated in the area of

16 effective rescurce allocation. We continuaiiy assess this process to
ensure that we are effectively offsetting the mpact of inflation. We
recognize the need to focus upon the rcul or inliation-adjusted. return
on investment from cur business mnix which will best position us for
real growth over the long term. Accordingly. n the past. we have
divested certain businesses and allocated the proceeds to Target.
Mervvn's and B. Dalton, our three growth strategies.
Our operational response to inflation focuses upon productivity
improvements. Establishing productivity improvement programs
requires first a reporting system based upon real rather than historical
performance. It alse requires a process to ensure that all of our
employees understand the implications of inflation.

Our use of strong financial policies and high standards based upon
historical reporting has served us well in the past. However. we
believe it is now critical that we adapt our reporting systems to reflect
the tull impact of inflation upon our business.

While our historical financial statements include inflation’s impact
upon safes, expense and cost of sales, they do not show its eftect on
our inventories and fixed assets (including leases).

Accordingly, we are implementing tandem reporting systems o
pFO\ldC us with more accurate assessments of our readl performance.
We believe this ts @ critical step in understanding the full | impact of
inflation so that we are assured of making the necessary decisions to
support funding for our aggressive growth program.

We have also begun a corporate-wide communication and education
program to help emiployees at all levels understand what our redl
performance is.

We believe this approach will help us to obtain the impoitant
productivity improvements in pricing, expense control and asset
management that are necessary for our coatinued growth on a real
basis.

There are no easy answers t6 this complex challenge. We are
convinced, however, that the programs we are putting in place will
result in successful long-term real growth for Dayton Hudson
Corporation and will help us to deal with the diificult problems that
inflation presents.

Zt/ﬁlﬁw/\ 2 udrze -

Willilam A. Andres
Chairman and Chief Executive Officer
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Management's Inflation-Adjusted Information (Unaudited)
{(Mulions of Doliars, Except Per-Share Data) 1981 1980 1979 1078 1977
Revenues

As reporied $4,643  S2.031 S33R5 0 82,062 S2.105

Adyusted for milation (BLS)® $4,943  S4.252 0 S3.786 0 S3A9P S3.068
Earnings

Pretax irom continumg operations before mfiation adjustments $ 367 5 283 5 268

Cost to maintain mventores (LIFOY 19) (33) (27)

Pretax as reported 288 250 241

Cost to mamtain store locations and ather owned and leased tacihties (34 (10) {32)

fncome taxes as reporied (i28) (2 (i

Net, adjusted for milation {current cost) 105 us 95

Dividends declared (31 (45) (41

Retained after dividends $ 56 s 53 05 5
Earnings Per Share

As reported $ 333 5 290 n 207

Cost to mamtain store focations and other owned and leased facthities (1.12) (84) ( O8)

Adiusied for mtlation (current cost) 2.21 206 .08

Dividends declared (1.03) (.95) (.85)

Retained for future growth S L6 s It s 114
Ratios

Inflation-adjusted carnmgs as a pereent of historical (TNe 7% 754

Dividends declared as a percent of prior vear mflauon-adjusted carnings 514 8¢

Effective tax rates

As reported 456 e 4757
Adjusted for inflation (current cost) 54,7 3.3 3174 L

Shareholders” equity (ret assets)
As reported $1,193
After adjusting assets to current cost, in 1981 purchasing power (CPI-U) *° S )

Dividends declared per common share
As reported $ 1
In 1981 purchasing power (CPL-11H $ Ly

Market price of Common Stock at year-end
As quoted
In 1981 purchasing power (CPI-U)

8.88 S22 38 525
S23.55 827,

Infiation indices

Average CPL-U (1967 = 100) 274.2 2491 2198 196.9 1825
Average of BLS rate (1973 = [00) 149.9 142.2 1340 127.2 121.9

*Bureau of Labor Statistics
¥+Consumer Price Index-Urhan

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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Acceunting for the Impact of Inflation (Unaudited)
( Thousands ot Doliars, Except Per-Shire Datn

lnflation affects our profit formulas and growth measures m
several ways.

= The competitive nature of retahng restricts our ability to
ratse prices. Retail price inercases have averaged only 49 to
=TT TR - - ) )
O 7 during the past iive years, while the whelesale price mdex
3] . o . .
for general merchandise has increased 6tc to 129 during the
same penod.

= Expense milation. as measured by the Consumer Price
Index-Urban (CPI-U), has also risen faster than our retad
prices, with rates of 06 to 13 over the past five vears
Because operating expenses of retatlers reflect the mdustry’s
iabor-intensive nature, our histor.cal financial statements
reflect the general rate of milation more fully than those of
other mdustrics.

= Like most retal companies. we use the last-n. first-oui
(LIFO) inventory accounting method for reporting purposes
Conscquently, cur Tustorical financral statements ahieady
provide @ cost to replace the capital mvested m mventories
each vear 1 veal terms Our LIFO provisions have risen
during the past several vears, reflecting the rising cosi of
MANtANINg Mmventories

To show how historical income measurement 1s affected by
rapidly changing prices, accounting standuards were 1ssued by
the Financial Accounting Standards Boeurd i 19790 These
standards, outlined in Statement of Fmancial Accounting
Standards (SFAS) #33, rcauire supplementary mcome
caleulations based on two methods: current cost accounting
and constant doilar accounting. Each method adjusts only
depreciation expense and cost of retail sales o arrive at
tlation-adjusted net carnings. Revenues and all other
operating expenses are adjusted only for changes i the value
of the dollar as measured by the CPI-U We have also
adjusted our revenue information o 1981 dollars by using an
average of the Burcau of Labor Statistics (BLS) index. We
believe this mdex 1s more representative than the CPI-U off
actual price changes i our busimess.

We consider the current-cost method superior to the constant-
dollar method smee 1t more accurately reflects the impact of
inflation associated with our operations

Our inflaton-adyusted carnngs include addittonal deprecration
expense to reflect  real terms the cost of replacing our
current store factlitics. We have gone beyond the requirements
of SFAS #33 by calcuiating this expense not only for capital
leases, but for all operating leases as well.

We believe that our incremental cost of maintaining capitai
mvested in operating factities 15 less than that of other
industries due to the retail business being fess capital
intensive. together with the newness of our Target. Mervyn's
and 8. Dalton strategies

We are eicouraged, as well as challenged. by the results of
the adjustments for milaiion.

= When we adjust our reporied five-yvear revenue growth rate
of 189 by the BLS mdex. our growth, excluding miiation’s
impact. 1s 129 ——clearly @ strong record.

= After adjusting otr net carmngs for the additional cost of
maintaining owned and leased facthities. we continue o retain
profits 1 our business on a real basis We have done so for
cach year the data 1s caleulated

= Our dividend payout ratio also indicates that on a ieal basis
we are returmng carnmgs to our sharcholders rather than
capital.

= Our 198 retatned net carmngs as a percent of milation-
adjusted equity (366) continues o show real growth in equity
= Sharcholders™ equety, when adjusted for the current cost of
our wventories and owned and capitalized leased assets,
inereases to 519 billron. compared with $1° 2 bilhion as shown
i our financial statements on page 27 This adjustment more
accurately reflects the werth of our mvestment.

Current Cost

Return en Iinvestment

1981
Net carnmges hetore ¢cost o mamntam myventories S 169,967 5
Cost to mantan myventores (L) (10,467)

Net curmings as reported 159,560
Cost (addittonal depreciation) 1o

TNt assets

Ouwned assets (43,300 (33,092

[es assets

Ciapial (2.270) e
Operating (7,80:4)

INCUCHMREIE S, CUITent cint 106,057 iy
Interest expense—atter tax 13,400 RIRIEE
Interest cquivalent m leases 19,600 11,700
Net earmines from continuiny operations curient

cost, before tinancing costs $ 139,057 S
Working capital MBS AR [ (R
Net property ard cquipment 1,303,886
Non-eurrent asets of discontinued

operations (pet) 36,594 22.203
Other assets 5,508 4,058
Capital leases 137.221 04160
Operating fewswes 356,979 1a4T
Total mvestment at beginning ot year.

curTent Cost §2,392,798  S1,950930
Retern onimestinent S8 o1

Our curreii-cost carnings in 1981 nurchasing power (CP1-L)
are:

1981 1Ox0 [97
Net carnngs — contunnng operations— SH6057  STOX 154 SHIS 003
Earnmes per share S22 s 22, % 240

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Shareholders” Equity and Capitslization

The value of shareholders’ equity stated on a current-cest
basis is higher than that shown in cur financial statements on
page 27, as a result of inflation’s rmpact on our mventories
and net property and equipiment. Total capitahzation also
increases due to inflation’s impact on our operating leases

1981 1950 [u74
Shurcholders” equity as reported - SLI92681  S1.006,308 5 sl
Current-cost agyustment for

nventory 135,921 130,163 W7.500
Current-cost adjustment for owned

and capitalized leased assets 572023 203566
Sharcholders™ equity, current cost 1,900,625 166307 I
Current-cost adjustment for

aperating leases 166,374 101,240 N6H,421
Capitehzed value of operating

leases 286,306 255730 227100

Long-term debt, notes payvable,
deferred rems and capital
feases ST1.431 7722 2112

AR

)
=
v

Total caputalization, current cost $2,918,796 52,303 79

Current-cost inventories nercase because historical figures are
based on the LIFG inventory method  The LIFO method
understates the current value of the inventory on the bulance
sicet because the LIFO provisions have accumulated over the
years as prices have risen

Inventory wos adjusted by adding back the cumulative LIFO
provision to reflect the current cost of replacing the items

Adjustments for Inventorics

Accumulated
LIFO LITFO o

o taventory  Provision  Tnventory
1981
Tarpet $288.524 $ 36.568 325,002
Mervyn's 147,100 21,835 108,035
Department stores 132,576 56,748 196,324
Specralty merchaadisers 87,874 20,770 108,644

Total 663,074 $135,921 $798,995
1950
Taryget 203,172 532,000 S236,138
Mervyn's 1S 409 15,004 131,073
Department stores 126,412 30,822 177,234
Specialty merchandisers U8 803 30711 120,519

Total 5343801 S130.063 S673.9604

Net property and equipment values are also bigher because
the costs to replace them are greater today than when they
were first purchased. Current costs of property and equipment
were determuned using indiees based on annual changes in the
cost of constructing or purchasing new assets.

Adjustments for Owvned and Leased Assets

198! 1920
Target $226,304
Menyn's 01442
Departiment stores 315,532
Specalty merchandisers 53816 40,571
Corporate 21,363 12,003
Toial $732,297  A569.806

Constant Dollar

The constant dollar method of deternuning the impact of
nilation uses the CPI-U as an index of rising values for
inventory and owned and leased facihities. As previously
explained, we do pot believe this 1s a relevant index for our
bustness. The following data show how apphication of the
CPI-U would affect our results.

(In Averace 1981 Dollars) 1981 1970 1970
Sharchalders” equity et assetsh - SLT7i0434 0 51,630,133 51555493
Net carmings SOT73E45 0 s Tuin s s1AT
Earngs per <hare S 1.54 5 1o S I 7

Constant doilar adjustments to reported 1981 net carnimgs
constst of S41.612 m additional depreciation expense on
owned and leased property and cquipment and SH.043 1
additional cost of zoods sold

Revenues adjusted for the effect of inflation as measured by
the CPi-U are as tollows

Revenues (1931 Dollars)

AMithons of Dollars) 1951 1900 19749 1075 1077
As reported S4,043 S0 SIANS S S2unl 0 s2.40s
As adpsted (CPL-UY $34.943 44400 R3223 0 8125 83748

Helding and Monetary Gains

Holding gains cecur when the worth of our assets as
measured by the current cost method rises faster than the loss
of purchasing power n the dollars needed to replace them. as
measured by the CPi-U.

In 1981, the current cost of our mventory increased $18.800
and our property and cquipment. inctuding all feased assets,
increased S221.861 due to the nise m spectfic prices. General
inflation accounted for $212.001 of this increase, resulting
a holding gam of 528.060.

Monetary assets, such as accounts reeeivable. lose purchasing
power durimyg an aflationary period because the dollars they
represent purchase fewer coods and services upon realization
Monetary habilitics guin because less purchasing power 1s
required to pay eff the obligations

Neither holding nor monetary gains are included i nflation-
adjusted earnings.

(In average 1981 dollars 1981 1930 1979
Holding gamns tloss) net of seneral

intlation $28.060  3126,382)  S(150.803)
Net monetary gains S40.194 S 2750 S 20407

The intiatton-adjusted data represent reasonable
approximations of the price changes in our business during
the periods under review. They do not represent speciiic
measurcmients of the assets and expenses invoived

No adjustments to mncome tax expeise weie made m
computing the inflaticn-adjusted information, - accordance
with current accounting requirements (SFAS #33) Asa
resuli, the etfecnive tax rate for 1981 mncreased from 4.5 on
a historical basis to 34 76 on an flation-adjusted basis.
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Financial Revioews

The followmng discussion of our financtal objectives. pelicies
and capital expenditures relotes to our continuing retail
onerations  All financiad comparisons below are based on
carnings front continuing retarl operations and on consoelidated
palance siects, Earnings from our discontinued real estaie
business have been excluded

"EDITT

20

Financiai Objectives

Our financtal goal 1s to provide our sharchotders with a superior
return on their investment while mamtaimng a conservative
financial posiion We beheve that we can achieve thes goal
while growing at a rate that 15 among the ighest 1o our
industry

To provide a framework tor deciston making, we have
established three tinancral objecuves and several financial
polictes Our financial objectives are

> To carn an alter-tax return on begmaing sharcholders™ equity
(ROE) of at least 164

= To sustain an annual growth in carmings per share (EPSy ol at
feast 1547,
= To maintain a strong rating of our sentor debt.

In 1981, we fell short of achieving our ROE objective. Return
on begmnmg shareholders” equity was 134, an inerease from
14260 1980 Earnings per share from contmuing retul
operdtions mereased 1377, compared with 9% a vear ago Our
semor debt continues to carry AA and Aa ratungs from Standard
and Poor’s and Moody s, respectively —both sirong investiment
grade ratings

Return on Investment

The key factor underlying cach of our financial objectives 1s
retern on ivestment (ROD We believe that ROT s the mast
important single measure of financtal performance. and it is the
primary financiai fooi we use to manage our business

Annual EPS Growth
{Continuing Operaticns)

N AN

Roturn on Beginning
Shareholdors’ Equity

ROl 15 defined as the product of investment turnover and return
o sules.
Sales Eamings
ROI -2 ————— v ————
Investiment Sales

For this equation. we use an carnings figure which reflects the
profitability of our assets before any financing costs. Investment
1s the sum of working capttal and non-current assets, meluding
the present value of all leases (capital and eperating)

Alter-tax ROI from continuing operations was 11.6% 1 (981,

compared with TH3% m 1980, In 19810 we achieved semewhat
higher sales per dotlar of mvestment but our profit margim was

shightly fower than m [980.

Iﬂ\"C\(II‘.L‘IIl RL‘[UH] un
ROI - Turnover . Sales
1951 1o = 208 . 3807
1050 115 - 293 302

The following table shows the caleulation of ROT for 1981 und
[GE0.

Aillons of Dollars)

1951 st
N eaninnzs rom continuing operdtions S OI595 % AR
Int: pense —atter L (o 13.4 53
Interest equvalent i lepes —aiter v iby 19.6 147

Furmes from continuing operations
sefore financiy costs S 1 Rt
Working cepital i) S 4234 5 dsi2
Net property and equipment §72.2
Nen-current assets of discontinued

operations (nei 36.6
Other assets 5.6
Capital leases 100.3
Present value of vperating Jeases 2I8.5

Toalinvestment at besmmng of vear SL056.6  S[.3623

Return oninvestrient 11.6% [ 54

ta Interest expense on debtevisting at the beamnme of the year

thy Detenimined waing an aler-txinterest rate o 60 1920 and 5 370
1980 on begmmmg of year capital leases and the present value of operating
leases

(¢) Current asseis fess non-mterest bearmg current labilines

Sharsholders’ Equity —

Beginning of Year
{Mitiions of Dollars)

AN

159,70
- 31,066 4\,
S9826 AN
\\
- —. — \\\
N N SE03 4 L
N N N
N - .
" N AN
AN h AN
A AN
AN \ 55798 N
. N N
~ N N
AN $4992 A
AN \\ : \\
N .
N N N
7 7 2, 2 A A
N N 9, N AN N
s e /\9 \:() 4)’/. \\ N \\\
h N
*Excluding the cifect of unocual \\ AN N
cxpeptes incured n 1975 N . ~ N
7 7, 7z 2, PN
N 9. o )
e % " K% N
N
N\,
7, e 7 e
ey & 2 s
>, ~ 5 )
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Our future success in achieving our objectives will depend
substantiaiiy upon our conttnued effective appheation of the
ROl tool in the following management processes.

Performance Appracsal. Corporate management and the
management of cach operating company is evaluated und
compensated based on return oninvestment, as well as upon
growth in carnings.

Cupital Allocanion We allocate capital for expansion based on
cach operating comipany’s past and projected performance
measured against its RO standard. Additional eniteria for
aliocating capital inctude the guality of the company’'s strategie
plan, strength of the management team and systems, and
development of market position

Capital Projecr Evaluanon. All capital projects (neluding
acqinisitions) must meet corporate-wide mternal rate of return
and ROI standards Capital projects must achieve g 1466 RO!
by the fitth full year of operation and an internal rate of return
over therr life of 1390, Audits of results i the vears following
completion determine whether project performance has met our
standards.

Financial Policies

Consistent with our objective of mamtaining a strong rating of
our senior debt, we have estabhished a maximum consolidated
debt ratio, including caputal leases and the present value of
operating leases, of 43 of wotal capitalization.

Our consohdated debt ratio increased 1o 3950 1981 from 35¢
in 1980 and 294 1n 1979,

(Mithions of Dollars)

Capttahization 1951 1930 1979
Notes pavable $SO95.6 S 285 s -
Long-term debt
(ncluding current portion) 3374 2217 1238
Caputal leases
Gncluding current pertion) 101.6 f04 1) 791
Present value of operating leases 2354 218 A 1579
Total debt and cquivalent 773.0 5777 3608
Deterred stems 338 125 hit]
Equity 11927 1006 4 962 6
Total caprtalization SEI9U.S SE6S06 0 51,3023
Debt ratio ttotal debt and
equivalent as a pereentage of
total capitahization) 39¢; 3547 29¢

On November 16, 1981, we 1ssued S100 mutiion of 156 Notes
dug 1991 We rssued S100 mullion of 10736 Smking Fund
Debentures due 2005 on May 15, 1980 The proceeds of both
1ssues were used to fund our capital expenditure program

Our long-term debt is rated AA and Aa by Standard and Poor’s
and Moody s, respectively. Our commercial paper 1s rated A-1
by Standard and Pcor’s and P-1 by Moody's

The greater part of our 2rowth has been linanced with internalty
generated funds and we expect that pattern to continue  In those
cases where we must seek debdt funding to finance growth. it 1s
our pizn to issue securities with fixed interest rates and with
maturities tnat will, i the ageregate, match the economic fife
of our assets. Commerctal paper is used aimost exclusively to
fund our seasonal working cupital requirements.

Because of the lead times required for planmag and
construction of retul stores, we make commitments for seme of
cur capital projects i advance of the ume when the capital
expenditures are made  Our financial policies place limrts on

the amounts of such forward commutments which can be
accumulated for future vears It is our mtention that these
comrmtments for future expenditures not exceed fevels which
could be funded by internadly generated funds.

In support of our goal of previding our sharchalders with o
SUPCTIOr FCEUIM 0N aCIT Investment. 1t 1s our policy 1o niike
reguler annual increases 1o dividends per share of Common
Stock.

Over the past five years, our inereasing dividends, combined
with the market apprectation on our Cemmon Stock, have
vielded @ 13.9¢¢ average annuai return for our shareholders

Dividends declared m 1981 on our Common Steck totaled St 03
per share, an U inerease over the S 95 per share declared
1980. The guarterly drvidend was inereased to $ 270 per share
tor the dividend declared on October 14, 1981, The current
annuahzed rate 15 SE 10 per share All dividends have been
adjusted to reflect the two-for-one stock split

Quarterly
Decdend Decle
Per Share

Fracel

Quurter 1981 1450
First $ .25 S22
Seconid 23 220
Third 270 25
Fourth 27 25
Year $1.05 SO0

Common Stock Price

Dayton Hudson Corporation Common Stock s histed on the
New York Stock Exchange and the Pacific Stock Exchange with
the symbol DH, and abbreviated in newspaper listings as
DayHd. At year-end, thic number of Dayton Hudson
shareholders of record was 11,736, compared with 11,815 at
year-cnd 1980 On Apnil 7. 1982, there were 11,860
shareholders of record.

Commeoen Stock Price Ranee

Frscal 1681 1930
Quarier Hish Low High Low
First $31 S 21 3240 St
Seeond 31 26%s 23 19
Third 30 260 27 200
Fourth 30 250 240 20
Year S 314 S22 §27. S8t

Capita! Invesiment

Cupital expenditures dunng 1981 were concentrated in Target,
Mervyn's and B Dalton Capital investment in retail
operations. incliding the present value of all new capital and
operating leases, totaled 5300 mullion in 1981,

(Milhons of Dollars)
(981 10R0 1979

Capital expenditures <254 3265 S211
Present value of new [eases 46 35 36
Total S3 san ST

[n 1982, capital investment, including all ledses, 15 expected o
total approxamately 5350 mullion. For the 1982-86 period,
current plans antieinare capital investment of approximateiy
S22 ballion.
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Anaiysic oF ﬁuemuons
i Thousands of Dollars, Except Per-Siiare Dotad

Economic condittons played a major role in our 1981
operating resuits. Continued mflation and a recession n the
second haif of the vear created a highly promotional,
competitive environment for retarlers The following table 1s a
summary of our changes m earnings from 1978 to 1981,

1981 1050 1979 1974
Earmings per share—continuing $3.33 0 S290 8267 820
Eamings per sharo— disconinued 29 s | 23 353
Consoldated camings per share $3.62 5308 S505 i50l

1981 1950 [979

Vanance analysts VS, Vs Vs

Continuing retand operations 1950 1979 1678
Prior year’s carmings per share $2.9G 3267 5206
Chunge i carmings per share due 1o

Revenues 74 54 39
Gross margim rate .4 (201 17
Operating expense rate (.42) [N (07
Stari-up expense (.05) €05} 02
Corperate expense (.03) 0s (03
Interest expense .26) (03 Of

Interest imcome (.06) (03 00
[ncome tax rute .02 14 12
Unusual expenses — — 26
Other 1actors (.01 01 (01
Earninys per share £3.33 0 3290 5207

Revenues

Our total revenues mcrcuscu‘ at a record rate. reflecting in part
the growthi in the number of stores we operate Comparable
store revenuc (t om stores open at least 12 months) were up
9 m 1981, eding the percentage ncreases of 1950 and
1979.

We compare our comparable-store revenue growth to the
inflation rate to determine whether our growth 1s real In
1981, our 9% growth exceeded the inflation rate. This was not
the case in 1980. The Department Stores Inventory Price
Index published by the Burcau of Labor Statistics (BLS) is
our benchmark Yor measuning inflation’s impact on revenues.
The inflatien rate i 1981 as measured by the BLS was 4.7%,
a decline from 6.3% 1n '980 ard 3 8¢ 1n 1979,

Revenue Increase (Decrease)
1981 1950 19749
Com- Com- Com-
All - parable  All - parable Al parable
Stores  Stores  Stores  Stores Stores Stores

Target 3% 11 7<% bt 257 07
Mervyn's 28 16 20 13 7 20
Department stores 7 3 3 (n — 2
Specialty merchandisers 15 7 8 I 0 s
Total 23% 9<% 157 S0 144 b

Cred:t sales continued to contribute significantly to our
evenues. Credit sules grew 23% in 1931, compared with 9%
in 1980 and 13% in 1979, We have widened the use of bank
cards 1n our credit operations with their adoption this year by
Lechmere and John A Brown. Bank card sales produced 244
of credit sales in 1981, and 219 1n l‘)\‘) and 1979 Qur 193]
finance-charge revenue increased 239 on sales of $1.798.103,
This coimpares with increases of 14‘,« i 1980 and 1597 1n
1979. The provision for bad debts on retail credit sales
decreased after two consccutive years of increases, reflecting
improved credit management. The percentage decline in 1981
was 20%., compared with increases of 367 1 1980 and 324%
in 1679

OCne measure we use to evaluate the productivity of our stores
is revenues per square foot. Al feur of our business segments
reported tnereased revenues per square fout m 98] led by
Mervyn's

Revenues Per Square Feot tUnauditedy™
1

(Dollars) 1938 1080 (9079
Target L) EYAREIRY RIS )
Mervyn's 182 165 154
Departraent stores 119 114 (AN
Specralty merchandisers 170 [0 1660
=Avcrans of haynmig cnd end of veor square feet

Cost of Sales

Due to the lower rate of inflation, our gross margim rate
improved 1n 1981, For the first time m three vears, our rate of
increase n cost of sales did not exceed the growth rate of our
retail revenues. Our gross margin rate 1s the function of three
primary factors:

> Inflation rare—"The casing ot inflation in [YST had
posttive tmpact on our gross-margin rate. We rellect
flation’s nmpact on our cost of sules by using the Last-in,
first-out (LIFO) method of imventory vatuation e beheve
LIFO provides i better matching of current costs with current
revenues and gives @ beter Sross margin measure i an
inflationary cconomy than does the aliernattve method, first-
n, first-cut (FIFO). Supplemental LIFO information s
presented in this report to facilitate companson with
companies using the FIFO method.

> Revenue mix by busmess segment—-"Target, a low-margm
strategy, 1s contributing an increasing percentage of our
revenues, while the share of the ligher-margin department
stores 15 decreasing. The continuing increase m Target's
proporiionate contribution has & downward jmpuct on our
consolidated gross margin rate.

> Promotional enmvironment—The past year was once agam
one of significant promottonal and seasonal markdowns Our
markdown rate continued the upward trend of recent years.
Markdowns were particularly prevalent durmg the fourth
quarter as we attempted 0 improve our inventory position.

Operating Expenses

Gur operating expenses amounted to 28,54 of sules, which s
consistent with the prior two vears. The largest component of
our operating expenses is selling, publicity and administrative
costs. Other components are rent, depreciation. and taxes
other than income taxes. We huve been able to maintiin our
operating expenses at a consisient pereent of sajes despite
inflation for two reasons:

> Qur low-margin operations tend to have lower operating
expenses per dollar of sales.

> We have mstituted specific productivity programs (o make
our operations imore elficient

Start-up Expense (Unaudited;

1981 1950 IRER

Target F12,665  S10.200 0 3 5600
Mervyn's 4,100 3300 300
Department siores 4 100 3,700 3000
Specralty merchandisers 2,600 1.600 2,200
Total 22,860 12,500 14,600
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Stort-up expenses melude varieus personnel costs. taxes
incurred during construction, and other constriction-related
expenses not capitahized. These costs mereased sharply i
1980 due 1o a record number of store opemngs. Although we
opened fewer new stores in 1981, we had higher start-up costs
due m part to the remodeling of 40 Avr-Way stores acquired
m [950.

Corporate Zxpense

Our corporate expenses increased $2.4 milhon n 1981 after a
drop of S4+.4 milhon 1 1980 and an increase of 53 2 million
in 1979, The 198! increase s due principally to mgher
chartable contribution expenses i 1981 and to 2 gain in 1980
from the carly repurchase of debentures. which offset
CXpenses.

{aterest Expense

For the second consecutive vear, mterest expense was o
significant factor m our carnings. [nterest expense increased
826 million i 1981, compared with a 34.1 nullion increuse m
1950 and a S 8 mudlion decline i 1979 The increases are due
to both higher interest vates and the planned crease in
external financing o support continuing retail expansiorn. In
accordance with our tinancing plan. we completed a 5100
million public offering of 10-yvear notes in the fourth quarter
of 1981 and a S100 millon offering of 25-year sinking fund
debentures m the second quarter of 1980,

Interest Income

Interest mcome has continued to dechine from its hugh of S10
mullion 1979, reflecting the use of previously invested
proceeds from shopping center sales for retail expanston

Incorie Tax Rate

Our effective income tax rate for retal operations declined to
4456 from 44 8% m 1980 and 47.5%¢ in 1979, The
improved tax rate reflects mnercased mvestment tax credit. Our
effectrve tux rates for 1981, 1980 and 1979 vary from the 46%¢
Federal statutory rate as fotlows.

1981 [Usi) fo70

(Pereent of Eamiines Betore Income Taxes)

Statutory rate 16.0% 46 (00 dn 00
State imcome taxes, net of Federal wx heneiit 4.0 42 45
Investment tex credit! 4.8) 500 3 h
Other .7} 4 1

Etfective tiaw rate 456 H R0 47 50

FInvestment tax ciedits were SERSY 0 [981 312,615 m 1980, and 57534
m 979

The componcents of the provision for mcome taxes for the last
three vears are.

1981 1OR0 1979

Current

federal SOF6,497 S 84385
State 15,817 15,349
02314 102,737

Deterred
Federal 26,722 17,832 10,151
State 2,772 [.540 [.017
29,303 197 thdoes
Tota! SI28007  STI2.042 0 S114,205

We provide deferred inconie taxes for income and expenses
which are recognized n different years for inancial and tox
reporting The timing differences comprising our deferred tax
provision are.

1951 1950 1079

Excess of tax over

book deprecration TIRIH0 5 0562 S 5870
Deferred income on

mstaliment sales 15,470 0.135 10,233
Capitahized inicrest 2,805 4,069 -
Repurchase of dehentures — 1,418 —
Wotedown of assets (8,767) 621 (2,647
Lease copitairzation (822) (74 (755)
Other 2,743 (tih (1,203
Provision for deferred taxes S29.494 319728 SIId0R

Significant Events

= Sale of Dayton Hudson Jewelers

Effective January 30, 1982, we sold all of the assets of
Dayton Hudsen Jewezlers for cash and the assumpiion of
certain hiabttitics. The sale resulted in a sheht gain i the
fourth quarter. The company was ene of three i our specialty
merchandisers segiment. Our 1981 Consolidated Results of
Operations include $56.6460 in revenues and $2.620 in
operating profit from Dayton Hudson Jewelers

= Acquisition

On October 10, 1980, we purchased all of the capital stock
and certamn related assets of Ayr-Way Stores Corporation for
cash and the assumption of certain indebtedness. The chain of
40 stores iy now a separate operating region of Target Our
Consolidated Results of Operations include Ayvr-Way's
operating results since September 7, 1980, the effective date
of the acquistiton.

= Comimon Stock Split

On October 14, 1981, the Board of Dircctors zuthonized
two-for-one stock split effected in the form of a 100%% stock
dividend payable November 3G, 1981, to sharcholders of
record Movember 6. 1981, The par value of the stock dividend
was transferred from the Additicnal Paid-In Capual account to
the Common Stock account effective November 30, [981. All
earnings per share. dividends per share and average common
shares outstanding presented 1n thits report reflect the stock

split.

= Discontinued Operations

[n 1978, we announced plans te dispose of our real estate
busimess Since that time, most of our real estate assets have
heen sold The only assets remaining to be sold are interests
in three developed shopping centers and in various
undeveloped land parcels.

Cur 1981 results include a net gain of S13.860 from the sale
of interests m four regional shopping center projects.

I 1979, we recognized a net gain of $51.142 from the sale of
twa shopping centers and our interests 1n four joint ventures.
as weil as $16.740 from the 1978 sale of nine shopping
centers The 1578 sale provided an addittonal gamn of $3.963
i 1980, Further small gains may be recognized on some of
these sales if the properties’ performance exceeds
predetermiped standards.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

T &, W T YT T v e £ g T 7T

o T G T



24

Quarterly Results (Unaudited)

The unaudited guarterly financial data furnished below was
prepared usig the same accountmg policies we apply o our
annual data. In addition, some of our accounting policies
apply only to our quarterly data The most significant of these
are’

= We expense costs of opening new stores evenly throughout
the year the store opens.

> We record real estate taxes, bonuses, contribuntons,
professional fees and pension plan expense evenly throughout
cach year, based on the anticipated cnnual amourits.

= We ncur additional rental expense on most of our leased
stores 1f the stores™ annual sales exceed certain stipulated
amounts. We estimiite and record this additional rent cach
month based on actual monthiy sales.

> We allocate our estimated annual LIFO expense to ou
guarters based on historteal experience of quarterly sales. The
fourth quarter of cach veur includes an adjustment to reflect
the actual effect of inflation on retail nventories as
determined by the Bureau of Labor Statistics annual index
This year, the actual inilation rate was signtficantly below the
rate used 1 our quarterly estimates  The allocaiton ot our
actual annueal 1981 LIFO expense would have ncreased retarl
carnings per share by $.05. $.05 and 5.03 for the first, second
and third quarters, respectively, while reducmg fourth-quarter
carnings per share by 5.13. The lower 1981 inflation rate
decreased the LIFG provision by $.16 per share from last
vear. The table beiow shows the reported LIFO mmpact on
quarterly earnings per share.

Quarter 1981 1980
First $.09 S 07
Second 10 09
Third U8 12
Fourth .05 10
Total Year 5.22 S 38

> We use our anticipated effective annual tax rate to compute
income taxes on our quarterly earnings. Income taxes relating
to significant gains trom property sales are computed
separately

Our sales growth was strong through the first two quarters and
moderated 1n the last half as the economy entered a recession
After the effect of our actual annual 1981 LIFO expense, the
gross margin rates were better than last year in all quarters
but the fourth. The significant increase in interest expense
reduced carnings growth 1 all four quarters ol 1981.

Rusiness Segment Trends

The business scgment compurisons on the next page iHustrate
the changing nature of our operations, reflecting prior
strategie decistons Our four business scgments, Target,
Mevyn's, department stores and specialty merchandis
reviewed 1in more detar! on pages 6-13.

L odre

For the second consecutive year, Target was the lurgest
revenpue contributor. Mervyn's, with 4 3266 compound annuai
growth rate over the past five years, was our revenue growth
leader.

Our total compound annual growth rate in revenues over the
last five years 1s 18%. Target’s growth rate s 275 and
spectalty merchandisers” 1s 139, Depurtment stores. which
rank sccond in total revenues, have a compound growth rate
of 6%,

The changes in revenue contributions by business segment are
consistent with our expansion plans. which coacentrate on
Target. Mervyn's and B. Dalton Bookseller. Target has grown
from 294 of total revenues in 1976 to 429 1 1981, Mervyn's
contributed 13¢¢ 1p 1976 and 21% 1 1981, Conversely, the
department store group has declined from 45 1n 1976 to
26% i 1981,

Total operating profit increased 2650 1n 1981, our strongest
improvement in the past five vears. Our five-year compound
annual operating profit zrowth rate was. 156,

The contributions to operating profit by our business segments
also reflect our growth strategy. in 1981, Mervyn's surpassed
department stores and Target as our leadimg contributor to
operating profit with 34¢- of the total. Mervyn's share of total
operaiing profit was 139 1n 1976, Target's 319 share in 1981
placed it ahead of the 25%% contnibuted by department stores.
Target’s contribution 1n 1976 was 23% ., while depariment
stores” was 530,

Operating profit includes all revenues and expenses except
corporate expenses, Interest, unusual expenses and income
taxes

(Millons of Dollars, First Seeond Thidd Fourth Total
Except Per-Share Datn) Quarter Quuarter Quarter Quarter Year
1581 1930 1931 [RE] 1981 1920 1981 1030 1961 1080
Revenues 8976.5 87506 $1,096.8 8510 SEI95.2 8993 4 S1,674.4 0 514289 S4.942.9  S4.0331 5
Gross profit* S257.1 S224 04 5 317.9 0 82385 5 3364 828906 R L) D S Sl e $1,462.8  S1490Y
Net carmings
Contiuing S 135 s i3z SO0 s 143 5 319 s e7d 9.1 5 ¥ S 1595 % 1382
Discontnued 13.2 35 .1 Y .2 38 R 3 13.9 a3
Consolidated $2.8 S 167 S O081 5 152 S 321 & 335 S 9.4 5 ¥I3 5 1734 S W4e 7
Earmnys per share
Continuing S 283 5 2% S A8 5 0 S 67 5 o2 0200 5 170 S 333 05 2w
Discontinued .28 W7 — o2 — (IS 01 01 .29 15
Conselidatzd $ 50 s 55 S 35008 A2 B 87 05 0 S 201 3 171 5 362 5 308

*Gross profit s revenues less cost of sales, buvimz and occupency
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Businsss Segment Comparisons
(Midlions of Doliars)

1981 1950 1979 1978 1977 176
Revenues
Target $2,054.3  S1.5317 31,1205 5 R98.7 S 7290 S 6134
Mervyn's 1,862.3 826.9 655.9 479.5 369.0 268 0
Department stores 1,285.5 1,263.9 i.173.8 1.172.3 1,053 3 6523
Specialty merchandisers 349.8 471.0 434.6 4104 343.4 202.1
Total $4,942.9 S4.033.5 $3.384.8 $2061.9 S$2,4947 S21258
Operaiing profit
Turget $ 168.7 % 9Lt & 729 $ ol4 0§ 464 S 413
Mervyn's 112.0 76.3 68.6 415 37.4 242
Department stores 89.9 4.0 103.0 1153 1041 014
Specialty merchandisers 36.4 20.1 23.6 30.5 27.6 193
Total 354.0 2815 268 1 251.7 215.5 179.7
Corporate expense 26.9 17.6 22.0 15.8 132 [2.5
Interest (income) expense 36.9 52 (1.1 8.2 99 8.9
Interest expense on capital leases 1.5 84 6.5 6.0 5.2 4.4
Unusu2l expenses — — — 19.8 — —
Earnings before income taxes 287.5 250.3 240.7 198.9 187.2 153.9
Inceme taxes 128.0 112.1 114.2 1.3 95.5 79.4
Net earnings from continuing operations 139.5 125.2 126.5 97.6 91.7 74.5
Net earnings from discentinued operations 13.9 8.5 65.6 167.3 6.2 2.5
Net earnings $ 1734 5 W67 5 1921 S 2649 5 970§ 770
Operating profit as a percent of revenues
Target 5.3% 3 9% 0.50 0.8 6.4¢% 6.7¢%
Mervyn's 11.3 9.2 10.5 9.3 10.1 2.0
Department stores 7.0 7.8 8.8 9.8 9.6 9.9
Specialty merchandisers 6.7 4.3 5.4 7.4 3.0 6.8
Assels
Target % 8862 S 7084 % 4439 0§ 3312 5 2605 S 2139
Mervyn's 367.4 434.3 3228 2184 155.2 116.6
Department stores 787.7 7341 686.1 683.0 026.4 343.7
Specialty merchandisers 204.5 2248 205.4 185.9 151.2 121.9
Corporate 64.7 17.9 93.7 66.2 51.6 70.2
2,540.5 21195 1,751.9 14853  1.2459 10663
Discontinued operations (net™) 14.7% 35.7¢ 41.3*% 152.2 165.5 146.8
Total $2,555.2  $2,i55.2 §1,793.2 $1.637.5 SI41t4 812131
Depreciation
Target $ 382 0§ 218 % 137 0§ 98 S 38 § 73
Mervyn's 17.3 122 3.4 4.9 38 2.6
Department stores 29.8 250 223 20.7 19.7 i7.7
Specialty merchandisers 9.5 7.0 5.8 4.6 3.8 33
Corporate 4 4 4 4 3 2
92.2 67 7 50.6 40.4 304 31
Less depreciation on capitai leases g1 8.2 6.9 6.0 5.2 4.3
Total $ 841 & 595 % 437 S M4 5 325 2038
Capital expznditures
Target $ 1189 S5 1257 S 1029 S 637 5 382 5 234
Mervyn's H8.4 675 6.4 345 i0.5 8.7
Department stores 40.5 SES 16.1 H.7 43.4 38.G
Speciaity merchandisers i8.7 20.0 225 13.1 i0.3 5.1
Corporate 1.2 2 3 . 2.3 —
253.7 265.2 218.2 150.1 104 9 e
Less expenditures on capital leases — 4 6.9 20.0 i0.0 93
Total $ 2527 5 2648 $ 2013 S5 136.1 S 949 5 663

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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Conmhdated ‘%esui*‘ of Opzrations
Dayten Hudsen Corporation and Subsidiaries
(Thousands of Dollars, Except Per-Share Data) 1981 1980 1979
Reventes $4.942,859 54,033,536 $3,384.849
Costs and expenses
Cost of retal sales, buying and occupancy 3,480,025 2842641 2,353,463
Selling. pubhcity and administretive 883,811 734322 626,539
Depreciation 84,939 59.536 43.720
Rental expense 71,255 59.762 50,836
Interest:

Expense 39,065 13,273 Q162

Income (2,447) (8,061 (10,224
Iaterest and depreciation on capital leases 18,536 16,037 13,429
Taxes other than income taxes 81,018 63.147 57.229

4,655,352 3.783.252 3144074
Earnings from continuing operations before income taxes 287,567 250,284 240,675
Income taxes
Current 98,513 92314 102,737
Deferred 29,494 19,728 11,468
128,607 112,042 14,202

Net earnings from continuing operations 139,500 138.242 126,470
Earnings from discontinued operations

(net of mcome taxes of $6.032, 53.260 and 527.839) 13,920 8.477 65,619
Net earnings 3 173,420 S 146,719 S 192,089
Net earnings per share
Coniinung operations $ 333 S 2968 2.67
Discontinued operations .29 Ay 1.38

$ 3.62 5 308 S 4.05

These financial statements should be read m conpurction with information contained in pages 16-23 and 30-37.
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Consolidated Statemants of Financial Position

Davion Hudeon Corporation and Subsidrines

(Thousands of Dollars) 198% 1980
Aanuary 39, January 31,
Assets 1982 1981
Current assets
Cash $ 7412 S 28379
tarketable securities 11,500 —
Accounts receivable (net of atlowance for doubtful acccunts or $22,956 and $26.607) 665,162 536,415 ’
Merchandise inventories (net of accumulated LIFO provision of $135.621 and $130.163) 063,073 543,801 -
Other 50,754 12,824
Discontinued scement, net 2,843 (862)
1,400,545 1 149,527
Property and cquipmeat
Land 139,345 LHELI25
Buildings and improvements 756,699 643,850
Fixtures and cquipment 439,469 340,514
Construction 1 progiess 49,421 64,46
Accumulated depreciation (352,861) (287,741
1,631,733 872,104
Property under capital leases, net 93,914 100,351
Discontinued segment, net 12,545 36,594
Other 7,425 5,568
22,555,168  $2.155,234

Liabilities and sharehciders® investment

Current liabilities
Notes payable

$ 98,581

S 28482

Accounts pavable (including outstanding drafts of S89.155 and $74,03Y9) 365,667 358,396
Accrued hiabilities 228,417 195,321
Income {axes payable 45,187 66,809
Deferred income tases—installment sales 111,785 96,615
Current portion of capital lease oblications and long-term debt 11,006 13,631
500,637 759,257
Capital lease obligations 96,259 102536
Long-term debt 131,825 213,800
Other 33,775 12,473
Sharcholders’ investment
Preferred Stock 112 227
Common Stock 48,046 22876
Addrional puid-m capitil 43,904 63,481
Retained earmngs 1,161,717 978.784
Treasury Stock (1,098) —
192,481 1.066,368

i,
52,555,168

$2,155.234

These iinancial statements should be read m conjunction with information contamed m pages 16-25 and 30-37.
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Conuoindated Statements of Pﬁzaﬁgso iz Fm?nmai Poon‘tla’a
Duvten Hudson Corporation and Subsidiarnies

(Thousands of Dellars) 1951 1980 1979
Operations

Inconie from continuing operations $159,500 S138.242 $£126,470
Depreciation and amortization 92,3i4 67,977 50,749
Deferred taxes 14,324 3,550 1,215
Provided by operations 266,135 214509 178,434
Discontinued segment 33,052 (5.91:4 558,257
Funds provided internally 204,190 208,855 233,091
investment activities and distribution to sharchelders

Expenditures for property and capital leases 253,733 265.170 218,238
Acquisition of Ayr-Way*t ¥ — 43.506 —
Disposal of property and capital leases (7,702) (6,695) (8,709
increase (decrease) in working capital® 195.073 38,634 (21.498)
Dividends 50,487 45 448 40.539
Funds vsed for invesiment activities and distribution to shareholders 491,591 386,083 228,570
Net finarcial requirements $187.401  $177.228 § (5.12D)
Financing activities

Decrease (increase) in cash and marketable securities % (33) S 66,439 $(33.362)
Additions to long-term debt 124,470 110,900 26,004
Reductions of long-term debt (8,799) (19,065) (11.,982)
Increase in notes payable 70,099 28,482 —
Increase {decrease) in capital fease obligations (7,093) {9.706) 1,488
Other 8.757 238 2.731
Net financing provided $187.401  S177.228 5 (5.121)
*Analysis of working capital:

Accounts receivable 108,747 S 34983 S 52,582
Merchandise inveniories 119,273 19,121 31,243
Cther current assets 37,930 2,889 (2,815)
Accounts payable and accrued fiabilities 40,264) (91871 (72.423)
Income taxes—payable and curreni deferred (33.548) (6,510)  (14,763)
Discontinued segment—nct 3,038 (19,958) (15.322)
Increase (decrease) in working capital $195,073 S 38,654 $(2i.493)

**Analysis 6f Ayr-Way acquisition:
Caputal leases

Property and equipment

Capiial lcase obligations

Long-term debt

Other

S H.015
40,222
(39,665)
(6,069
4,403

S 43.500

These financial statements should be read 1in conjunction with information contamed in nages 16-25 and 30-37.
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Conselidated Statement of $bara!co!dc Em;eqm*ent

Dayten Hudson Corporation and Subsidiuries

Additional
Preferred  Common Pard-In Retamed  Treasuery
(Thousands of Dollars) Total Stock Stock Capital Eamings Stock
Balance February 3, 1979 S 808,305 34065 523,652 $58.285 & 725963 %
Net earnings:
Continuing oprations 126,470 126,470
Discontinued opcrations 65,019 65.619
Dividends deciared:
Preferred Stock (251) (250
Common Stock 40,288) (40.,288)
Stock options and conversions of Preferred Stock 2,096 Uy 91 2.017
Balance February 2, 1980 962,611 453 23,742 60,902 877,513
INet carnings:
Centinuing operations 133.242 135,242
Discontinued operations 8477 5,477
Dividends declared:
Preferred Stock (203) (203
Common Stock (45,245) (45.245)
Stock epticns and converstons of Preferred Stock 2,486 (226) 133 2,579
Balance January 31, 1981 1,060,368 227 23,876 63,481 978,784
Net carnings.
Continuing operations [59.500 159,500
Discontinued operations 13,920 13.920
Dividends declared
Preterred Stock (100) (106)
Common Stock (50.381) (50.381)
Treasury Stock, Preferred Stocl and stock option activity 3,380 (115) 154 4,409 (1.098)
Two-for-one stock split 23,986 (23,980)
Balance January 30, 1982 S1192.6851 S22 S48.046 43,904 S1I0L717  St1,098)

Preferred Stock

Authonzed 200,000 shares, voting, without par value, outstanding at Janvary 3G, 1982 and January 31, 1981, 952 and 5,007 shares, respectively, of $5 Cumuirive
Convertible Preferred Stock and 10,300 and 17,025 shares, respectively, of $6 Cumulative Convertible Preferred Stock Both esues have aliquidanon value of 5100 per
share and vre redeemable at the Corporition’s option at S100 per share: Each share 1s convertible into 5t shares of Common Steck.

Commen Stock
Authonzed 60,000,000 shares, ST par value, 48,045,633 shares issued. 41,626 1 treasury and 48 004,009 outstunding at January 30, 1982, 47 751,862 shares issued

and cutstending at January 310, 1981,

These financial statements should be read m conjunction with information contained on pages 16-25 and 30-37.
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Summary of Accounting Policies
(Thousands of Doilars, Except Per-Share Data)

Consoltdation Out financial statements inclede the accounts of
Dayton Hudson Corporation and subsidiaries. all of which are
whelly owned, after ehimination of material intercompany
balances and transactions.

Markerable Securines. We record short-term investments at
cost, which approximates market.

Accounts Recetvable and Allowance for Losses. Our poliey 1s to
write oif accounts recervable when any portion of the balance 1s
12 months past due, or when the required payments have not
been received for s1x consecutive months. We base our
allowance for uncollectible customer iccounts recervable on
our past experience with bad debts and on the z2ges of the
VATIOLS accounts.

All customer receivables are classified as current assets,
including some which are due after one year. This 1s consistent
with the practices of other retaifers

For financial reporting, we recognize gross profit on retal
installment sales when the sales are recorded. For income tax
purposes, we use the mstallment imethod of reporting profit on
installment sales.

Inventories. Inventories and the related cost of sales are
accounted for by the retail inventory method using the last-in,
first-out (LIFO) basis

Property and Eguipment. Property and cquipment 1s recorded at
cost tess accumulated depreciation. For financial reperting., we
compute depreciation on our property using the straight-line
method. For tax purposes, we use accelerated depreciation or
the accelerated cost recovery system (ACRS).

fnvestien: Tax Credit. The mvestment tix credit reduces
income taxes 1n the year we begin using the property,
Financing Costs. We umortize expenses meurred 1n obiaining
leng-term financing over the term of the related debt

Fer-Share Dara. To compute net earnings per share from
continuing operations, we deduct Preferred Stock dividends
from net earnings and then divide by the werghted average
number of common shares outstanding. For earmings per shaie
from discontinued operations, we divide net earmngs from
discontinued operations by the same numeer of shares. Excrcise
of stock options and stock appreciation rights. earnout of
periormance shares and conversions of Preferred Stock would
not materially drlute the earnings per share.

Changes i Accounting Policies und Methods of Application.
Ag of the beginning of 1980, we began capitalizing interest
costs related to most of our construction. as required by
Statement of Frnancial Accounting Standards No 34, Prior
financial statements were not restated, 1n accordance with the
Statement. In 1981 we incurred 545,087 in interest costs and
capttalized 56,022 In 1980, we incurred 521,330 and
capitalized $8.057. Because these costs were previously
expensed, the change resulted in addittonal net earmings of
approxmmately 54,400 (S 09 per share) in 1980,

Fiscal Year Our fiscal year ends on the Saturday nearest
Junuary 31

Frscal Year Ended Weeks
1931 January 30, 1082 a2
1950 Tanuary 31, 193 s2
1979 Feoruary 2, 1480 52

Any references to years 11 this report relate to fiscal years rather
than to calendar years.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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2obt and Leases
(Thousands of Dollars, Except Per-Share Data)

As shown on page 21, our capital structure at the end of 1951
included $773.000 of debt and debt equivalents (capital und

operating leases). This section prevides more infernation on
these componcnts of our cupital structure.

Lines cf Credit

We hiad 398,581 of rotes payable in the form of commercial
paper outstanding at January 30, 1982 Dunng the year, the
average amount of commercial paper ouistanding was
$123,626, ai a weighted average interest rate of 15,860, We
maintained 389,500 of unsecured hines of credit with 17 banks,
Borrowings under these lines are at the prime nterest rate or at
other rates agreed upon at the time of the borrowings. We
compensate the banks for the lines of credit through the
payment of fees and the maintenance of compensating
balances. During 1981, our line agreenicnts required us to pay
fees of $228 and to maintain average compensating balances of
$2.029 These balances were avaikable for withdrawal
throughout the vear, and they served as part of our operating
cash balance.

At year-end, we also had addinonal credit avaiiable i the form
of two annually renewable. three-year revolving-credit
agreements one for $175.000 with 1 lending mstitations, and
one for $75,000 with five lending institutions. in each case, we
pay a fee for this availability and have the option of borrowing
at the prime rate, at a premiam over the London Inter-Bank
Offered Rate, or at a premium over domestic certiticate-of-
deposit rates Any balance outstanding under the agreements at
the end of the three-year period may be converted at our eption
into a four-year term loan. There were no balances cutstanding
at January 30, 1952.

Long-Term Debt

We added significantly to our long-term debt during 1981, At
year-end. long-term debt due beyond one year was.

Jan. 30, Jun 31,

1982 jU81

Sinking Fund Debentures S115.870  S116.702
Sinking Fund Notes 50,000 S0,
Other Unsecured Notes— muatuning at vanous

dates to 2005 and bearning interest from 64 o

1547 126.513 10,285
Mortgage Notes—notes and contracts for

purchase of real estate, payanle over periods

ranging to 30 years fromneeption and beanny

mnterest from 5020 o 144 39.142 30,813
Totol S351.825  S213.800

Principal payments on this long-term debt over the next five
years will be $5,583 in 1982, $4.171 1 1983, 34,776 in 1984,
$5.726 10 1985 arnd 56.769 m 1986.

In November 1931, we 1ssued $106,000 of i3V Notes due
1991. Thesc notes are prepayable at par anvtume atter
Novernber 15, 1986 Also included in Giher Unsecured Notes
are several industrial development revenue boads: six isstued n
1981 totaling $14.G00, and two issued in 1980 totaling $10,900.
Various cther unsecured obligations of varying maturitics make
up ihe balance of this category.

We ssued $100,000 of 1674¢ Sinking Fund Debentures due
2005 in May 1980. Annual repayments of 86,650 begin in
1991, Two other issuzs of Sinking Fund Debentures were also
outstandirg at year-end: $4,649 at 7245 and S11.221 at 9340
These debentures are redeemable thiough minimum annual
sinking fund payments of $1,250 cach During 1980, we
repurchased 512,854 of the 7346 Debentures and SIS of the
9%C Debentures. This resulted 1n o gain of 32,919, which is
included 1n Selling, Publicity and Admintstrative Expense in
our 1980 Results of Operations

Sinking Fund Notes of 550,000 at January 30, 1982 represent
borrow:ngs under a private placement agreement at an tnterest
rate of 82:¢. Annual principal repayments of 59C0 begimn in
1983, mcrease 10 53,200 1n 1985 and continue unti] 1999,

In most of our fong-term debt agreements, as well as the
revolving credit agreements, we have agreed to cbserve certain
covenants at the request of the lenders. Amoag these are
provisions reiuting to working capital, funded debt, dividends
and capual stock purchases Under the most restrictive of these
provisions, $315.767 ol our retained carnings at the end of
1981 was avarable for dividends and other types of restricted
payments.

As a cendition of borrowing under our mortgage notes and
contracts, we have pledyed retated land, butldings and
cquipnient as collateral. At January 30, 1982, $51.67% of our
fixed assets served as collateral for these loans.,

Leases

Ve own the majority of our department and Target stores, and
lease most of our Mervyn's and spectalty merchandising stores.

For financial reporting, we classify leases as either operating or
capital leases. Caputal leases are recorded as an asset on our
Statements ol Financal Position and we report iterest and
depreciation expense on the leases instead of rent expense,
Operating feases are not capitahized, and icase rentals are
expensed. For tax purposes, we deduct rent expense on all

Jeases.

Most Mervyn's and specialty merchandising store leases are
classified as operating leases. Most of the lease agreements for
our department and Target stores (inciudimy the acquired Ayr-
Way stores) are capital leases. In additien, Mervyn's has capital
leases with terms ranging up to 10 vears on equipment. Most of
our leases include options to renew, with renewal terms varving
from five to 40 years. Certain leases also include options to
purchase the property

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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The detarl of leased property and equipment which we have
capitalized on our Statements of Finarcal Position 1s:

Jan. 30, Jan 31,

1982 1681

Real property SI1L,703  ST10,161
Equipment 30.008 30,417
Accumulated deprecriation (47,792) (40,227)

5 93,919 S100,351

It we were to capitalize the mintmum lease payments for all of
our operating and capita) leases with initial terms of over one
year, ustng incremental interest rates at the inception of the
leases, the present value of these payments would be
approximately $337,100 at January 30, 1982, and $327.500 at
January 31, 1981,

The impact of recording depreciation and inerest expense
rather than rent on the capital feases has been to decrease our
earmngs by 5.02 per share in each of the last thiee years.
Capital lease depreciation expense was $8.079 in 1981, 58,225
in 1980 and $6,555 m [979.

The majority of our leases eatitle the fessor to receive additional
rent if sales of the leased stores exceed certain stipulated
arnounts. The additional rents are referred to as percentage
rents because they are usually based on a percentage of any
sales over the stipulated levels. Certain leases require us 0 pay
real estate taxes, insurance and other expenses in addition to
rent; in these cases, we have included these expenses in
OGccupancy Costs in our Results of Operations

The following table shows our minimum rental payvoients on all
operating leases with terms in excess of one year. plus
percentage rent payments:

1981 1980 1979
$41,3006 835,057 S30.81%

Minimum rents
Percentape rents

Operating leases 15,323 12,5881
Capital leases 1,137 1.076G
Less sublease mcome (1,363) (1,120
$56,497  S48.777  S41.152

Future minimum lease payments which must be made under
Jease agreements considered nonconcellable as of the end of
1981 are:

Operating Capitad

Leases Leases
1982 S 40435 5 10,398
1983 RIS 15,390
1084 30,910 15,196
1985 35,055 14,248
V86 34,436 13,578
After 1686 249,150 155216
Total mimmum lease paymznts (4 S4335.200 230,427
Less Executory costs 14178
Interest 114,082

Caputalized fease obligations, mcluding current

portion of $5,417 S107,607

() Mimumum cental peyments have not been reduced by mirimum sublease
rentals duein the future under noncancellable subleases (53,149 for operating
leases, $5.584 for capital leases)

Commitments and Contingencies

Commitments for construction of new facilities and the
purchase of real estate amounted to approximaiely $141.931
January 30, 1982, We had additional commitments ot 851,67
for equipment purchases.

at
9

Our contingent Liability for mortgage debt on certain otfice
properiics sold in 1976 and the shopping centers sold in 1978
was approxiinately $48.494 at January 30, 1982, The
purchasers have indemnified us for any costs we might incur in
relation to the mortgages.

The nature and scope of our business brings oui preperties,
operations and representatives into regular contact with the
general public and a variety of other business and governmiental
entities, all of which subject us to expesure to litigaiton ansing
out of the ordinary course of business. Considering the
insurance which is in place for a portion of the litigation, and
noting that the ultimate consequences of any particular
litigation may not be presently conclusively determinable, it 1s
the opinion of our management and of our Jegal counsel that
none of our current hitigation will have a materiai eftect on our
operations or financial condition taken as a whoie.
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Penision and Stock Purchase Plans
(Thousands orf Dollars, Except Per-Share Data)

Pension Pians

We have three pension plans, which cover all employees wha
mect ceriain requirements of age. length of service and hours
worked per year. The benefits which they will recerve from the
plans are defined by the respectrve plan agreements. A

small fourth plan was merged into the maior plan carly in 1982.

Contributions to the pension plans are made solely by the
Corporation and are egual 10 the amount of pension plan
expense determined by an outside actuarial firm These
centributions totaled $12,761 in 1981. $12,704 in 1980 and
311,577 1n 1979. To compute pension expense, our actuarial
firm estimates the total benefits which wiil ulumately be pad o
cligible cmployees and then allocates these costs to fuiure
periods. To do this, assumptions are made on the vears the
ernployees will work, their future salary increases, the number
oi employees who will earn the rnight to receive benefits under
the plans, and the rate of return (75 which will be received on
the plans’ present asseis and future contributions.

The amounts of benefits shown in the following statement are
the present vilues of the totzl benefits which our employ ees had
eamned at the end of calendar 1981, Our cctuanal tirm assuined
a 7% rate of return in calculating these present values:

December 31
1951 1650
1,068 S 1
7,710 7
59,889 55,263
81,310 79,051

Contnbution recervable b

Insurance contracts

Frxed 1ncome scounties

Equuty sccunties

Totad assets at market (cosi 1981-—35153,268,
1980—S136,718)

$149,937 5143658

Vested benefits $142,705  $128,526
Accrued benetits not vested 8,324 7,409
Unfunded habilicy of one plan (5.340) (4,903)
Excess of assets over benefits of other plans 8,208 12,726
Total liabihties and excess of assets over benelits $149,987  $143.65%

Savings and Steck Purchase Plan

Employees who meet certain eligibihty requirements (based
primanly on age ané length of employment) can join the
Savings and Stock Purchase Plan. Mervvn's has not yet
adopted the plzn. so its emiployees arc not eligible.

We contribute 50 cents for cach dollar contributed by un
employee up to 2120 of each emplovee's gross cash
compensation. Emplovees can contribute up to 105 of their
current gross cash compensation to the plan. Employees are
partially vested with respect to the employzr contributions after
they have been 1n the plan two years and are fully vested after
SIX years.

The Corporation contributed $3,578 to the plan i 1981, $3.203
in 1980 and $2.880 in 1979,

December 31

1931 1980

Investments at market value
Dayton Hudson Stock Fund 119,318 SL411S
Fixed Incon.e Fund 30,755 25,484
Equ:ty Fund 29,656 41,373
Total assets $89.726  $80,972

Fends payable for secunties

and plan withdrawals S 1,705 %1443
Plan equity §8,024 79,529
Total habihtizs and cquity 66,729 $80,972

Stock Options, Performance Shares and
Stock Appreciation Rigits

We have four stock option plans for key employees. The 1981
Exccutive Long-Term Incentive Plan is the only one under
which new grants are now made. New grants can be for stock
options or performance shares, or both. Twelve menths after
the grant daie, 25%% of any options granted become exercisable
and another 257 afier cach succezding 12 months. The options
are cumulatively exerersable and expire no later than 10 years
after the date of the grant. Tie performance shares pay cash and
stock if certain sefected performance goals are met at the end of
a four-yeur period.

The 1976 Exccutive Long-Term Incentive Plan is essentially the
samc as the 1981 pien. The 1972 Davton Hudson Stock Option
Plan granied stock options to certain eligible employees
between 1672 and 1976, These grants expire 10 years irom the
date of the erant. Employees who received these grants also
received stock appreciation rights that aliow them to surrender
some of their options in exchange for shares of Dayton Hudson
Common Srock. The number of shares of stock which they can
recerve s based on the cifference between the price of the
optrons and the market price of our Comnion Stock on the day
the exchange takes place. Since current accouning principles
require the Corporation to record expense for thic difference,
ve encourage these employees to exercise opttons rather than
the related stock appreciation rights.
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The fourth plan, the 1976 Mervya's Tandem Gztioa Pien,
applies only to Mervyn's [t awarded performance shures for
84,722 of the options outstandimg on February 1. 1482, The
remaining options, which expire by 1985, have stock
appreciation rights attached.

We base our expense accrual for stock appreciaticn rights on
the relative likelihced that our emiployees will elect to exercise
the rights rather than the related options. We record expense on
performance shages and units based on citier the grant price of
the performance units or the current market price of our
Common Stock, and the exient to which the performance goals
arc bemg met We recorded compensation cxpense of S561.
51,208 and 3200 i 1981, 1980 and 1979, respectively. When
emplovees exercise options, the total option price 15 credited to
Common Stock and additronal pard-n capital and no cxpense is
incurred.

The number of shares of unissued Common Stock reserved for
future grants under atl the plans was 1172843 at the end of
1981 and 54,374 at the end of 1980, At Januvary 30, 1982,
outstanding options for 147.266 shares had stock appreciation
rights attached. This number waus reduced to 62,544 wath the
awarding of performance shares under the Mervyn's plan,
effective Febmary 1, 1982.

Options Perform-
ance
Number Shares Shares
of Price Per Exer-
Share cable
1979
Qutstandimg, beginning
of vear QU068 S 367-521 59 358332 112,400
Granted i78.200 [0 22- 20 t0
Cancelled (82,84 903 19 M
Excreised (160,914) 367- 1863
1980
Outstandmg, beginning
of year 933,512 307- 2159 468,054 120,300
Granted 249,000 2088- 2972
Cuancelled (58.746) 72
Excrersed (131110
1981
Cutstanding, beginming
of year 92,6066 39724020 5070 134,950
Granted 174.737 26 wi- 30005
Cancelled (102.122) 1425 28 39

Exercised (232,954 397- 2472

Outstandm_,

cnd of veur 832317 S 307-830 16 431,860 111.0tH)

(1 Excludes pertormance shares tssued in copjunction with options

feport of Ernst & Whinney, Independent Auditors

Board of Directors and Shareholders
Dayton Hudson Corporation
Mmncapolis, Minncsota

We have examined the statements of financial position of
Dayton Hudson Corporation and subsidiaries as of January 30,
1982 and January 31, 1981, and the related statements of resulis
of operations, shareholders™ investment and changes n
financial posttion for each of the three years i the period ended
January 30, 1952, Our examinations were made in accordance
with generally accepted cuditing standards and, accordingly.
included such tests of the accounting recerds and such other
auditing procedures as we constdered necessary m the
crreumstances.

In our opinion. the financial statements referred to above
present fairly the financial position of Dayton Hudson
Corporation and subsidiaries at January 30, 1982 and January
31, 1981, and the results of their operations and changes in their
financial position for each of the thice years in the period ended
January 30, 1982, in conformity with generally accepted
accouniing prineiples applied on a censistent basis.

K

é///,ot v Z{/ZA/MU?/

Minncapolis, Minnesoia
March 19, 1982
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Roport of f¥lanagement

Responsibility for Financiai Statements
and Accounting Controls

The financial statements and refated information presented 10
this report have been prepared by our management accoraging (o
generally accepted accourting principles. Estimates and other
amounts in these statements reflect our best yudgments.
Muanagement is responsible for the presentation, integnty and
consistenicy of the daia i the Annual Report.

To discharge this responsibility. we maintain a comprehensive
system of internal controls and organizational arrangements
designed o provide reasonable assurance that assets are
safeguarded from unauthorized use or disposition, trapsactions
take place in accordance with management’s authorization and
are properly recorded, and financial recerds are adequate for
preparatien of financial statements and other financial
information. The concept of reasonable assurance is based upon
a recognition that there are inherent limitations in any system of
internal controls because the cost of the controls should not
exceed the benefit derived. After judging the cost and beneiit
factors. we balieve our systemn of internal controls provides tins
reasonable assurance.

To ensure the ongoing effectiveness of our internal control
system, our goal is to recrust and employ highly qualified
people. provide comprehensive written gurdelines regarding
procedural and ethical matters, and conduct effective training
programs. We also provide and promote an environment which
encourages free and open communication at all levels i our
argantzation,

The members of the Audit Committee of the Beard of
Directors, none of whom is a present employee or otficer of the
Corporatien, are listed on page 40 of this report. The
committee recommends independent auditors for appointment
by the Beard of Directors. and reviews their proposed services
and their reports. The comnutize also reviews the internal audit
plan and the results of the internal audit effort. Our independent
auditors, Ernst & Whinney, our internal auditors. our general
counszl and our corporate controfler have fuli and free access to
meet with the Audit Commutice. with or without the presence
of management. The Audit Commitiee meets regularly to
discuss the vesuits of the auditors” examinations and their
opinions on the adequacy of internal controls and the quality of
financial reporting.

Our financial statcments have been audited by Emst &
Whinney, whose repert appears on the preceding page Their
report expresses an opinion as to the farr presentation of the
financiai staterments and is based on an independent
examination made in accordance with generally accented
auditing standards.
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Willoin @ Cusiza

Witham A. Ardres
Chairman
and Chief Executive Officer

Hoknnd X L L00

Richard L. Schall
Vice Chairman
and Chicf Administrative Officer

(ol OFHD,

Willard C. Shull, 11
Senior Vice Fresident., Finance

Michael M. Pharr
Senior Vice President and Controller
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Ten-Vear Gomparisons
Dayton Hudsan Corpomauon and Subsidures
(_x‘vhl{mns of Dollars, Except Per-Share Data) 1981 1980 1979 1978
(a)
Revenues $4.942.9 4,033.5 3,384.8 2.961.9
__Cost of retail sales, buying and occupancy $3,486.0 2.842.6 23534 2,055.4
Depreciatior $§ &L 39.5 43.7 344
interest (ncome) expense & 306.6 52 (1.1) 8.2
__Interest and depreciation on capital leases $ 185 10.6 13 12.0
Earnings Before Inceme Taxes $ 287.5 250.3 240.7 1958.9
income Taxes s 128.0 1i21 114.2 1G1.3
Net Earnings (Loss)
Continuing $ 139.3 138.2 126.5 Q7.5
Discontinued $ 139 8.5 63.6 167.3
Consolidated & 1734 146.7 192 1 264.9
Per Common Share
Net earnings (loss)
Continuing $ 3.33 2.90 2.67 2.06
Discontinucd $ .29 i8 1.38 3.55
Consolidated $  3.62 3.08 4.05 5.61
Cash dividend declared $ 105 .05 .85 75
Sharehelders™ investment % 24.82 22.28 20.18 16.99
Return on Beginning Equity (Sharchelders’ Investment)
Continuing 13.0% {44 15.6 16.8
Canselidated 16.3% 5.2 238 15.7
Capital Expenditures S 2537 265.2 218.2 156.1
Conselidated Year-End Financial Position
Waorking capital 3 508.9 3813 438.8 427.0
Property and cquipment $1,031.7 872.2 629.38 472.2
Leased property under capital leases $ 93.9 160.4 67.2 70.9
Total asscts $2,555.2 2,155.2 1.793.2 1,637.5
Long-term capital lease obligations $ %06.3 103.3 73.0 76.8
Long-term debt $ 321.8 213.8 17.6 91.3
Shareholders’ investment $1,192.7 1,066.4 962.6 808.4
Average Common Shares Qutstanding (Thousands) 47,894 47.606 47,382 47,194

The Ten-Year Compansons should be read iy conpuncten vwith ihe Frnanaial Statemenis

Per-share amounts and shares outsiandig for 1980 and carlier have been restated to retlect a two-for-one Commen Stock spht effective November 30, 1981

(1) Consisted of 53 weeks
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1977 1976 1975 1974 1973 1972
()
24947 2,125.8 1,609.3 iAol 7 L3252
1,731.6 1,480.1 1,118, i,043.8 955.1]
31.2 26.8 229 21.0 19.9
9.9 89 9.0 147 135 132
10.4 87 7.8 0.7 52 15
187.2 153.6 126.3 596 356 527
0955 79 4 650 29.6 275 262
91.7 71,5 60.7 300 28 265
6.2 2.5 _th (.4) 21 29
97.9 77.0 G0 6 250 302 20 4
1.95 1.59 [.31 .60 62 S8
13 .05 — (.01) (4 A7
2.08 1.64 .31 6N 66 65
.65 523 36 30 27 265
1220 10.36 926 829 7.85 7 30
18,4 17.1 16.0 3.4 83 34
1.6 77 16.0 83 5.9 3
104.9 76 1 334 4387 10.0 43 7
309.4 283.2 2006 2 2392 246.5 2410
379.7 3i7 2 2800 2743 200 06 2493
57.0 52.2 16.7 48 -1 411 377
FA4H4 1,212.1 1.083.2 934 9 909 .5 5193
62.0 56 0 50.6 5i.5 43.9 40.0
116.3 17 123.8 147.2 16490 176.4
579.8 4992 1359 3786 358.5 3397
47,000 16.630 45,894 44.938 44,932 44,856
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Stores and Lecations
otal stores i s at the end of - -
Total stores in operation at the end of Target Retul Department Stores Retonl
fiscal 1981 numbered 925 1n 47 states, Mo ol Sy Rt No of Sy ¥t
the Disirict of Columbia and Pueito Stores o Stores LY
Rico. During the year, we added 14 South Dakota Dayton's ‘
Taroet stores, 11 M VYRS stores. To Rapid Cuty | 10 Minnzapolis'St Paud, MN
arget stores, \_l"\)l:l S stores, tour Sroun Ealls | Jan) Department Stores 2 349
department stores and 03 specialty Tennessec Home Stores 3 183
merchandising stores for a total of slrlv\"llllc _.: [\[« Ruuh;‘.\lcr, MN ] 162
. ametelv 2ol Ao (e . Memphrs 40 St Cloud, MN l 94
dppmklm‘utc,l}, 3 miltion square feet o Nl 3 03 Furco, ND ] e
new retah space Texas Grand Focks, N[ | 101
. L . . Austimn 2 200 Swouv Falls, SD ! 2
Year-cnd totals include stores and retail Dalls Tt Worth " T La Crose. W1 l o1
square feet of Dayton Hudson Jewelers Housion 12 |.0%7 R
4 J 1o 3,302
In January 1982 an aereement was Lubbuck ) Ju Diamonds
- N Wichita Fall I 100 amends
reached to sell Dayton Hudson Jewelers N | 0] Phocnis. AZ X L1226
to Henry Birks & Sons Liimited of Wisconsin Tuw\m AZ 2 224
v . . . eoas. NV a0
Montreal. Milwaukee N 582 Lus Vepas, NV s 294
Racine | 1417 13 .01
_ Total Target Stores 151 1,079 Joln AL Brown
Tarpet Retal Olldhoma Ciy, OK 4 431
No oof  Sq P Tulsa. OK 2 201
Stures (1)K ( 632
— - Mervyn's Retal - — —
Colorado Nooof Syg b Tota! Departrnent Stores 54 10,772
RN N . 2 a2 B B
E\”M”d“ spanes o ():‘(]) Stores 000
denver 3
It Collins | 100 ,zrrznna )
Grand Junction I 100 Phoenee o 03 Specialty Mercnandisers Retal
IHine:s (/U[“f“’mﬂ No of  Sq Fi*
Champairn ! hil Bukersdield l w2 Stores (U
Danville I B Cupitols ! I B. bal olie
L o Chico | o0 \‘ 'u ton Bookseller
ioline ! H0 e . Northeast 47 ki
?“! Carmel I 33 ECE:,T”” : l(\)i Soutihwast 92 33
ndiana : : Midwest 155 524
3 Luncaster i w1 DA o o4
Anderson 1 a3 ¢ ' R N -
BI( - N Lodi ! o South Centrad 7 203
oomngton I RO ! Northwest 33 117
Carmel i 82 Los Angeles 13 Lozl Southwest 122 10
o : : Marvavlie | 67 SOHIIR LS == -h
Charksville ! 50 / e Ve \
(‘(\]Ul]]hU\L | o Mereed | 63 Puerto Rico _ 6
. . - . Z0 ST
Crawfordsvile 1 63 Modesto ! 02 SEA =0
Evanaville 2 176 Redlands 1 73 Lechmere
Ft Wayne 3 270 Sacramento 3 202 Boston, MA 4 731
Hunungton 1 ol -\_(l‘HH\ ! 6l Spnngtield, MA | 139
Indianapohs 10 035 San Bemuardino i 47 Manchester, NH | X2
Kokomo [ h ‘:“” {-_)1\1-'“ ; A 57 o G0
Latavetic | 70 Sun Francisco By Aica o 1,197 )
k < \ = avton Hudson Jewelers
Muncie ! N San Jou 6 302 Jston v J . -
New Albany i X! Santa Rosa i 53 aldwe ,‘_ !
Richmond | 60 Stockion | il 1B H“d\,”n, ) :‘:
Shethyvalle | 51 Visalu I on 3 Jessap & Sons 1 B
South Bend 3 262 Nevada El ‘f‘/wnv cacock i ::
lowa Las Vegas 2 159 Seve s : 8
Ames ] 15 RenosSparks 2 1% C W Waren ) »
Beiendort ! <0 New Mexico 55 198
Cudar Rapids 2 150 "\‘]hud””‘ll“ ! s Total Specialty
Chnton 1 all gn’gunl ) Merchandisers 640 3,287
5 s 3 Y7
Des Momes 3 315 anLl‘m 3 Torl Retaii s Ton
Dubuyue ! S6 Texas
Fo Dodee | ol El Paso 2 133 Kot o aare feel s il e feel i olins warehee 2 ol
Muson Cxly 1 S0 Uich . R
Otturmwa ] 30 Ogden 1 73
Stoux Ciny I ) Crem ] ! o
Kansas Salt Lake Criy 4 355
Wichita 2 Rt Washington
Rentucky Vancouver ! 52
Lowmsville s 427 Total Mervin's Steres R0 6,278
Louistana -
Lafayeite i tal
Minnesota
Duluth ) | 4“0 Department Stores Retail
Minncapolis'St Paul 13 P20 Nooof Sy b
Missours Stures (0
St Lout Lo RisH] - -
Nod ,:1 o :1 : Hudson's
Omaht s . Detront, MI Y
mahu 3 3 y RN X
North Dakota '[;\Ir"l‘r "‘_I}W[‘ ro ;
Bismurch ] [0 i
Faroo [ 160 Grand Rupids. MI 1
C_,,jm' Forke | IH(.P Kalamazan, Ml |
Moot | o) Lunumy. Ml |
Gbio ' Portiae, M i
( S
Middletown ! 0 j s, MM \ | :
Oklalomu Fort Wavne. IN | 12>
Oklahoma Cty Kl a0l f}”;l”;‘,ﬂ“("f}dl‘ I : ;il
Tulsu 2 226 vledo. ¢ o
19 5,124
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Directors and Management

Directors
Wilham A. Andres, Charrman of the
Board™

Rand V' Araskoeg, Chairman of the
Board and Chicf Exccutive Ofjicer,
Internanional Telephone and Telegraph
Corporation (diversificd multinaticnal
company )t

Bruce B. Dayton, Former Chatrman of
the Board "=

K N. Dayton, Chairman, Exccunve
Commuree™

Donald J Hall, President, Chicf
Execunive Officer and Vice Chairman of
the Board, Hallmark Cards, Inc.
(greeting card manufacturer)t
Howard H Kehrl, Vice Charrmuan,
General Motors Corporanon
(marnyfacturer of transportation
equipment it

ICenneth AL Macke, President

Bruce K. MacLaury, President, The
Brookings Institution (rescarch and
cducation organization ="

David T. McLaughlin, President,
Dartmouwth Colleget

Mervin G. Morris., Charrman Emerius of

Mervvn' gt
Richard L. Schult, Vice Charmian
William H Spoor, Chairman of the
Board and Chief Executive Officer, The
Pillsbury Company (diversified feod

A pan; ied,
producer)™
Alva O Way, President, American
Express Company (provider of travel,

Jfinancral and msurance services)"t

Paul N Ylvisaker, Dean of the Graduate
School of Education, Harvard
Universiy™

Shiriey Young, Exccunive Vice President,
Grey Advernsing, Inc (advernising
agency

c) Acdu Conmeties

tor Execuine Con 3
c) Corpuraie Responachility Commiitee

Officers

Willhlam A. Andres, Chairman ard Chief
Fxecunve Officer

Kenneth A. Macke, President and Chief
Operating Officer

Richard L Schall. Vice Chavrman and
Chief Admimstranve Officer

Aldo Papone, Vice Chairman and
Group Officer

James T. Hale, Senior Vice Prestdent
and Secretary

Joha IF. Kilmartin, Semor Vice Presideni
P. Gerald Mills, Sentor Vice President
Michael M. Pharr, Senior Vice President

Willard C. Shull, H1., Senior Vice

Presudent
Edwin H. Wmgate, Senior Vice President
Peter Corcoran, Vice Prestdent

Karol D. Emmerich. Vice President
and Treasurer

Stephen W. Hansen, Vice President

William E. Harder, Vice President and
Assistant Secretary

Peter Hutchinson, Vice President
Hurry N. Jackson, Vice President
George L. Lawson, Jr.. Vice President
Charles J. Shaffer, Vice President
Arthur J. Smuth, Assistant Treasurer

Wilitam P Hise, Assistant Secretary

Opcrating Company Management
Target

Floyd Hall. Chairman and Chuef
Lxecunve Officer

bervyn’s

John F Kilmartin, Charrman and Chief
Lxecutive Officer

Wallace Kalina, President and Chicf
Operatny Cfficer

Department Stores

Hudson’s

P Gerald Muls. President and Chief
Executive Officer

Dayton’s

Bruce L Burnham, Chairman and Chicof
Executive Officer

Dicmonds

Robert J. Ulrich. Pres:dent and Chusf
Exccunive Officer

John AL Brown

Thomas G Payne, President and Chief
Executive Officer

Specialty Merchandisers

B. Dalton Beokseller

Sherman A Swenson, Charrman and
Cluef Execunve Qfficer

Richard R, Fontaine, President

Lechmere

C George Scala, Chatrman and Chief
Exccutive Officer

R. Michael Rouleau, President
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Corporate Offices

777 Nicollet Mall

Minneapolis, Minnesota 55402
Telephone (612) 37G-6948

Annual Meeting

The Annuot Meeting of Sharcholders 1s
scheduled for 10.00 2 m. Wednesday,
May 26, 1982, at The Children’s
Theatre, Minncapolis Institute of Arts,
2400 3rd Avenue Souath, Mmneapolis.
Minnesota.

10-i¢ Report

A copy of the Form 10-K annual report
filed wath the Secunties and Exchange
Commission for Dayton Hudson's fiscal
year ended January 30, 1982015 available
at no charge to sharcholders Write to
Director. Firancral Relations

Sharenolder Investment Service
The Sharcholder Investment Service s
convenicnt way for Davton Hudson
shareholders to acquire additional shares
of the Cerporation’s Common Stock
through automatic dividend retvestment
and voluntary cash purchase. All holders
of Dayvton Hudsen Common Stock may
participate For more information, write
to Director, Financial Relations
Transfer Agents and Registrars
Common Steck: 55 and S0 Preferred
Stock

Northwestern National Bank of

Minneapohs

The Northwestern Trust Company.

New York
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Dividend Agent
Comiion Stock: 35 and S6 Preferred
Stock
Northwestern National Bank: of
Minneapolis

Trustees

First Trust Company of St. Paul
9346 Sinking Fund Debentures
due 1993
10735 Sinking Fund Debentures
due 2005
15156 Notes due 1991

First National Bank of St. Paul
73 Sinkmg Fund Debentures
due 1994

Stock Exchange Listings

New York Stock Exchange

Pactlic Stock Exchange

(Trading Symbol DH)

Shareholder Assistanee

For asststance regardimg individual stock
records and transactions, contast:
Sharcholder Relations

Dayton Hudson Comoration

777 Nicollet Mall

Minneapolis, Minnesota 55402
Telephone (612) 370-0735
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